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Have you ever noticed the name of 
one of your stocks—perhaps East- 
man Kodak or American Telephone 
or Monsanto Chemical—listed in the 
daily paper as “loaning at a pre- 
mium of $1 per hundred shares’? 
Does this indication of a short in- 
terest look ominous to you, or does 
the fact that the shorts are having 
to pay for their position have an 
encouraging significance? 

The premium, of course, can be 
the result of either a relatively large 
demand for a particular stock or a 
relatively small floating supply. 
When American Telephone is hard 
to bor ‘ «s not because the short 
interest iis .2e issue has grown to 
any substantial proportion of the 
eighteen million shares outstanding; 
it is primarily the result of a scarcity 
of stock in street names, the bulk 
of it being owned outright by indi- 


‘loaning. ak a Premium 


vidual investors and not available 
for lending. That the demand is not 
an urgent one is shown, too, by the 
very nominal fee received by the 
lender. When stocks for delivery 
against short sales become really 
hard to borrow, as they did eight 
years ago, premiums can rise to $25 
or $50 per day for the use of a 
round lot. 

The existence of a modest pre- 
mium on a stock in the loan crowd 
gives no clue to its future price 
trend, but there are other bits of 
information available about this 
market within a market which are 
sometimes significant. The same 
news item which names the stocks 
loaning at premiums may add that 
“143 other Stock Exchange issues 
were loaned flat.” Although the in- 
dividual issues are not specified, the 
number of stocks for which some- 





one was forced to go hunting has a 
relationship to the size and activity 
of the short irterest in the market 
as a whole, and this in turn is an 
important factor in the technical 
position. A steady growth in the 
number of issues mentioned is a 
reasonably sure intimation that the 
short interest is increasing. If all 
other factors were absolutely neu- 
tral, as they never are, a trend of 
this sort would point to an imminent 
rally on short covering. 

The principal point to remember 
is that the premium quoted on a 
stock you happen to own probably 
represents a temporary condition of 
no lasting importance. It is cer- 
tainly not a cause for uneasiness. 
More likely than not, it means that 
your fellow stockholders have their 
certificates put away in their safes 
and intend to keep them there. 
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Charles Phelps Cushing 


Mammoth grain elevator at Albany, N. Y. Elevators like these all over the 


country will be overflowing if the promise of a bumper wheat crop is real- 


ized. Abundant grain supplies and lower prices will aid in restoring profit 


margins in several important divisions of the food industry. See page 154. 
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E. Kennetu Burcer, Managing Editor 


A HOPE FOR UTILITIES .. . Public utility securities 
have advanced on hope that a satisfactory solution of 
some of the electric power industry’s more acute political 
problems is at last in the offing. Even partial clarifica- 
tion of the perennially unstable and controversial rela- 
tionship between government and the utilities would be 
something to cheer about. What is the tangible evi- 
dence pointing this way? With due respect for the 
market’s composite judgment, one can only say that to 
date the circumstantial proof is exceedingly slight. 

We know that TVA and the City of Knoxville are 
negotiating for the purchase of certain private utility 
facilities in Tennessee, but we do not know whether 
agreement will be reached on a reasonably fair basis of 
valuation. We know that Memphis is considering mak- 
ing a “take it or leave it” offer for private distributing 
lines now serving that community. We know that 
TVA is considering joint action with municipalities 
looking to purchase of private utility facilities through- 
out the broad area of its present and planned operations, 
so as to mark out a definite non-competitive territory 
outside of which private systems could function un- 
hampered. But this ambitious plan appears. still 
nebulous. 

How will the Government handle power from its 
projects at Bonneville, Kenrick, Columbia River and 
California Central Valley? Nobody knows. Do present 
Federal power projects represent the last of the “yard- 
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The Trend of Events 


sticks” or will there be others when permitted by the 
Government’s political and financial circumstances? 
Nobody knows. 

Meanwhile PWA continues to subsidize municipal 
power plants, with $100,000,000 worth of such ventures 
in the active stage and $60,000,000 more of them on the 
way. Meanwhile it remains to be proven that, in terms 
of genuine national benefit, any of the New Deal hydro 
projects are worth the cost. Meanwhile the average 
citizen spends more for cigarettes than for electricity and 
wonders what the hullabaloo is all about. 


BLUNDERING WAGE REFORM ... In theory the idea 
of putting a floor under wages and a ceiling over hours 
of labor—through Federal law—sounds simple and de- 
sirable. No doubt a majority of people favor it even in 
the South, where wages are lower than in the North and 
in some instances deplorably low. Advocates of the 
pending wage-hour bill, however, either ignore or do 
not comprehend the stubborn economic realities involved 
in this problem. For that reason they are putting the 
cart before the horse. They argue that purchasing 
power comes mainly out of wages, which is true, and 
that therefore the proposed law will increase purchasing 
power. The latter assumption is fallacious. Wages can 
only come out of production. In present low wage in- 
dustries there is no margin of profit out of which higher 
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unit costs of labor can be absorbed. Obviously, then, 
if costs in such industries are arbitrarily increased, re- 
duced production and increased unemployment will 
result as inevitably as night follows day. 

The reason why there is a natural differential between 
wages in the South and those in the North is the lower 
efficiency of Southern industrial workers and the South’s 
lower cost of living. The pending bill ignores these 
economic realities. In the long run the only effective 
way of helping low-wage labor is to increase the efficiency 
and productivity of low-wage industries. Left to itself, 
the South would gradually improve its labor standards 
as the industrialization of recent years proceeds and 
factory labor becomes trained to increased efficiency. 

That natural process is too slow for the New Deal 
reformers. They propose to aid the Southern worker by 
hanging a millstone around the neck of his employer. 
If they succeed it will be a black day for the South, 
whose present improved economy is largely the synthetic 
result of Government subsidies. Prostrated for genera- 
tions by the Civil War and the “Carpet Bagger” era of 
reconstruction, impoverished by the Northern-dictated 
tariff and facing gradual loss of world cotton markets, 
the only hope for the South was agricultural diversifica- 
tion and industrialization. The New Deal cotton policy 
has greatly speeded shrinkage in our cotton exports. 
With Southern industrialization off to a promising start, 
the New Deal wage-hour policy now would check that. 
It is not surprising that Senator Harrison, of Mississippi, 
proclaims that the bill must provide differentials for the 
South “or Congress will be here until Avgust.” 


HELP FOR THE RAILROADS... The bill now on its 
way through Congress authorizing liberalized Federal 
loans to needy railroads is described by Chairman Jones 
of the RFC as “a homeopathic dose.” As defined by 
the dictionary, the figurative meaning of this medical 
term is “extremely small in quantity.” There are two 
reasons why Mr. Jones is right in doubting that any 
major total of loans will be negotiated. First, railroads 
are not anxious to add to their debts—on which fixed 
charges in most instances are not now being earned— 
for the purpose of maintenance or buying new equip- 
ment not imperatively needed. Second, Mr. Jones de- 
mands reasonably sound collateral and a voice in any 
railroad reorganization in which future loans may in- 
volve the R F C, as well as in any reorganization in which 
past loans have involved the RFC. 

This amounts to saying that the net effect of the 
Administration’s emergency remedies for the railroad 
problem may be gravely disappointing. The most effec- 
tive remedies would be a substantial cut in rail wage 
rates, as now demanded by the carriers, and an improve- 
ment in freight traffic. Under the established legal 
machinery, the wage issue will not be settled for three 
or four months; and there is scant prospect of material 
betterment of traffic before autumn. Like government 
employees, rail workers are in the privileged class immuiue 
to depression pay cuts. Unlike government employees, 
however, they are not immune to unemployment. Those 


still with jobs are getting record high wages while rail se- 
curity owners get record low return on their investment, 


FINANCING RECOVERY .. . No matter how high may 
be the level of consumer purchasing power—that fetish 
of our politicians—depression or recession will begin 
when business men curtail their expenditures for plant 
expansion, for current maintenance »nd for inventories, 
No matter how low consumer purchasing power may be, 
recovery will begin when business itself expands such 
expenditures. Variations in business spending and in- 
vestment constitute the key to the economic cycle. 
Consumer purchasing power follows the cycle and. does 
not make it. 

If a privately-financed recovery lies somewhere ahead 
of us, its sequence will probably be as follows, with some 
overlap: First, increased business spending for inventory; 
second, increased business spending for maintenance; 
third, increased business investment in expanded facili- 
ties. Expressed in terms of goods, the sequence will be: 
First, rise in consumption goods demand; second, greater 
activity in consumers’ durable goods, such as automo- 
biles, radios, furniture, etc.; third, improvement in capi- 
tal goods. 

The first stage—inventory expansion—can always be 
readily financed either out of current cash or bank loans. 
Maintenance is financed mainly out of depreciation 
which really means out of earnings. Expansion of capital 
facilities is normally financed partly out of surplus earn- 
ings and partly out of security financing in the capital 
market. Even in the boom of the ’20s, with security 
financing abnormally high, reinvestment of corporate 
savings paid for more facility expansion than did security 
financing. 

Together, reinvestment of business savings and se- 
curity financing provide the seed corn «n which healthy 
growth of the capitalist system vitally depends. Present 
more active financing is a hopeful development. With 
the undistributed profits tax virtually elimineted, surplu. 
corporate earnings will provide more seed covn for eco- 
nomic expansion when the start of recovery turns the 
earnings trend upward. Because of the large liquid 
resources of major corporations, which also are carrying 
on the bulk of our technological research, and because 
some industries are approaching economic maturity as 
population growth flattens out, we will not in future need 
security financing in the capital markets in the propor- 
tions formerly required. 


FOR AMERICANS ONLY... Among all major indus- 
trial countries, only in the United States is there serious 
depression. From the high point of recovery, business 
activity here has declined by more than 34 per cent, as 
measured by the Federal Reserve Board index. To date 
there has been a decline of only 5 per cent from the high 
of the British recovery, and there is some reason to 
believe this may be more a reflection of the change in 
America than of British economic developments. In 
any event the current evidence suggests that British 
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bankers were right in asserting some months ago that 
they saw nothing worse than a mild recession for their 
country. 

As pointed out by the head of the Bank for Inter- 
national Settlements, the United States has a major and 
acute depression despite the absence of any such credit 
deflation or agricultural crisis as afflicted us in the 1929- 
1932 slump. This result has followed an unprecedented 
degree of governmental management of our economy— 
proving that political management either played a causa- 
tive role in the depression or that, at any rate, it was 
powerless to prevent depression. 

It is not sufficiently realized at Washington and else- 
where that talk of “credit manage- 
ment” or “controlled economy” 
will remain sheer nonsense until 
the Government gets control of its 
own budget. That has been out of 
control for fite years and will re- 
main out of control for some time 
yet to come. An administration 
which cannot control its budget has 
not a ghost of a chance of effec- 
tively controlling credit. The Brit- 
ih money managers know this. 
That is why they have done a bet- 
ter job than the New Dealers. 


WAGNER ACT NOT THE ONLY 
LAW ... Everybody, except Sec- 
retary of Labor Perkins, knows 
that sit-down strikes are illegal. 
It is not news, therefore, that the 
Appellate Court of Illinois has so 
tuled in upholding fines and prison 
sentences for a group of sit-down 
strikers and for organizers who 
instigated their illegal conduct. 
What is interesting is. that this 
court took occasion to remind the 
defendants that there is nothing 
whatever in the Wagner Labor Relations Act which su- 
persedes a State’s right and power to prevent disorder. 
Recently expressed judicial philosophy indicates that 
the United States Supreme Court thinks the same way. 

Unfortunately, the worst of the muddle created by the 
New Deal’s one-sided labor policy has yet to be cleared 
up either by litigation or by amendment of the ill-con- 
ceived Federal law which is the heart of the trouble. The 
Wagner Act and the board which administers it are in- 
creasingly on the defensive. The objectionable conse- 
quences of the law are steadily strengthening the cause 
of revision. It will not be done this year, but it is very 
likely to be done by the new Congress next year. By 
that time the Labor Relations Board, if it continues its 
present biased course, will itself have built up the most 
convincing case for amendment in the interest of fair 
play to employer as well as employee. The Wagner Act 
is one-sided but not as much so as the gentlemen now 
administering it. 


Triangle 





ARE FEDERAL CHARTERS DESIRABLE? . . . The 


Securities & Exchanse Commission has submitted a re- 





port to Congress .rging the enactment of a Federal 
incorporation or licensing law. It is the S E C’s conten- 
tion that under the present system of state charters, 
companies tend to incorporate where the laws are 
lenient and that this brings about abuses, particularly 
in “voluntary” reorganizations, which states with stricter 
regulatory laws are not in a position to combat. It must 
be admitted that quite apart from possible abuses in 
reorganizations the case for a uniformity throughout the 
country in corporate law is a strong one. It is no less 
strong than the case for uniform traffic laws, uniform 
laws covering the size and weight 
of trucks and the like. Yet, while 
it is cumbersome and expensive 
for a company to try and do busi- 
ness in forty-eight states and the 
District of Columbia, in all of 
which it has to meet different legal 
requirements, the crux of Federal 
incorporation as currently pro- 
posed, is whether it would really 
facilitate corporate operations and 
safeguard investors or merely be 
the instrument of extending Fed- 
eral authority to the further con- 
trol of manufacturing production 
and trade. It is true, of course, 
that the proposal comes from the 
SEC which has proved itself to 
possess a reasonable attitude and 
to be appreciative of the problems 
with which business contends. This 
is reassuring as far as it goes, but 
in the present setting before busi- 
ness and investors can have any 
real enthusiasm for Federal incor- 
poration they will want to know 
a great deal more about it. They 
have seen the Administration fight 
relentlessly for ever broadening 
Government intervention in industry and finance. Not 
once has it willingly relaxed the pace of over-zealous 
reform. It persists even in regarding defeats at the 
hands of Congress as temporary, as witness its present 
drive to revive the reorganization bill. Throughout five 
years of this sort of thing the New Deal’s hostility to- 
ward business men has been patent and the occasional 
“breathing spells” have proved meaningless. We have 
had more reform in five years than can be digested. 
The time has come to call a halt and permit business 
and investment morale to recuperate. 


THE MARKET PROSPECT .. . Our most recent in- 
vestment advice will be found in the discussion of the 
prospective trend of the market on page 136. The coun- 
sel embodied in this feature should be considered in 
connection with all investment suggestions elsewhere in 
this issue. Monday, May 16, 1938. 
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Rising Market Trend 





BY A. T. MILLER 


F.. some time we have advised deferment of longer 
term stock market commitments, believing it logical to 
await convincing evidence of the termination of the 
major downward spiral. It is now possible to take a 
more confident view, even though some elements that 
we would like to see in the picture thus far remain 
missing. 

Since the market’s April rally was founded on poli- 
tical developments—notably defeat of 
the reorganization bill and announce- 
ment of the New Deal spending-lend- 
ing program—it was not possible to 
appraise its technical significance in 
relation to the major price trend. What 
we hoped to see, folowing that re- 
bound, was a secondary reaction which 
stopped above the low of March 31 
aid which was succeeded by further 
rally extending above the April high. 

The first half of these technical spe- 
cifications was provided when the 
market met support early in May after 
cancelling less than half of the April 
rally. The subsequent upturn, how- 
ever, halted virtually at the April high 
as industrials failed to follow the util- 
ity and rail groups in extending the April recovery; and 
at this writing moderate reaction is again being seen. 

At the moment, we are not particularly concerned 
with the question whether the irregular uptrend of 
the past six weeks or so is to be extended during the 
near future. Much more important, in relation to sound 
timing of purchases for investment or longer range 
speculation, is the question whether the low of March 
can be taken as the terminus of the bear market. We 
believe it can be so accepted. We are even more confi- 
dent that, in any event, the March low is not likely to 
be violated for some months to come. If either of these 
views is correct, selective purchases can be prudently 
made in periods of reaction. 

In arriving at a hopeful view, the factors influencing 
us most strongly have been the following: 

1. At this season of the year it is improbable that 
the market could have held above the spring low for 
more than six weeks unless the force of liquidating 
pressure had spent itself. In a protracted bear move- 
ment, first quarter rallies are traditional, based on hope 
of spring improvement in business. When that hope 
is dashed, liquidation is resumed. We saw this happen 
in 1931 and 1932. In each of those years of deflation, 
insistent decline, starting in March or April, extended 
into the summer with but brief rallies. 
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2. On technical reactions during the past six weeks 
volume has declined sharply, with marked increase in 
transactions on every rally. 

3. The substantial net advance during these six 
weeks has been accompanied by a decline of $74,000,000 
in brokers’ loans. This suggests considerable cash in- 
vestment buying, with a predominance of the selling 
from speculative accounts. Aside from the usual profit 
taking, there is evidence that many 
small traders, who became “involun- 
tary investors” on purchases made well 
above the lows during the first quar- 
ter, took the opportunity to bail out. 

4. There is convincing improve 
ment in the financial and credit fac- 
tors. Liquidation of bank investments 
has not only halted, but recent weeks 
have shown fairly steady expansion in 
such holdings. Past experience shows 
that this development is an essential 
preliminary to a major turning point 
in the security markets, although it 
does not guarantee immediate sus- 
tained recovery. Reflecting this change 
in the credit outlook, the bond market 
has extended its rally, although it has 
yet to better the best level reached in February except 
as regards gilt-edged issues. At the same time there 
have been encouraging indications of a revival in the 
new issues market, paced by announcement of the large 
United States Steel financing. 

5. Although there is apparently no prospect of im- 
portant improvement in business activity before late 
smmer or autumn, which means that many stocks look 
l.zh on probable 1938 earnings, we doubt that this 
fact necessarily calls for a renewal of general investment 
liquidation. It is the unknown that the market most 
fears. No matter how bad the economic situation, belief 
that the worst has been reached becomes a foundation 
for hope. It is no secret that second quarter earnings 
are bad. The market’s recent action indicates a com- 
posite belief that business activity is scraping bottom 
and that the industrial stagnation of June and July very 
likely will represent the nadir of depression. 

6. The very substantial revision of the capital gains 
tax is a financial development of the first importance, 
giving wealthy individuals much increased incentive 
to invest in common stocks. We are of the opnion 
that demand of this character, recognizing the thinness 
of the present market and the resultant difficulty of 
accumulating substantial holdings, is likely to be a 
sustaining factor in reactions in the months ahead. 
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Liquidation appears to have spent its force and the 
low of March is likely to represent bottom for some 
time to come, if not permanently. We recommend 


selective purchases in any periods of recession. 


It should be emphasized that nothing heretofore said 
amounts to a prediction that a sustained bull market is 
imminent. Our belief is that the market has entered a 
transitional phase between bear and bull movement—a 
phase of broad trading range fluctuation similar in 
character, but not necessarily in duration, to that which 
existed between the late summer of 1933 and the spring 
of 1935. We assume that the lower level of this range 
is at or above the low of March, with the upper limit 
yet to be defined. 

If in the near future the market manages to better 
the April high by a few points, the chances are that 
such achievement will be followed by substantial tech- 
nical reaction which, in turn—if past seasonal precedent 
holds true—should be followed by additional interme- 
diate advance in the summer on hopes of an autumn 
recovery in business. Regardless of these conjectures, 
it seems logical to interpret the present underlying mar- 
ket psychology as being that a very poor summer busi- 
ness outlock is fully recognized and therefore probably 
discounted, while on the other hand hope of business 
recovery in late summer or autumn cannot be proved 
to be unfounded until we are much closer to that test. 
Largely on this psychological and seasonal interpreta- 
tion—even should it develop that we have not seen 
the bottom of the bear market—we believe the average 





low seen on March 31 is safe at least until early autumn. 

Applying this reasoning specifically to investment and 
speculative operations, we favor selective purchases in 
all nearby periods of recession. As regards all commit- 
ments, however, we would adopt an intermediate point 
of view, recognizing that the proof of the pudding of 
real business recovery is yet to be seen and that posi- 
tions would have to be reappraised in the event that 
the autumn business outlook assumed unfavorable shape 
on closer inspection. This does not suggest that inves- 
tors become intermediate speculators, but that stocks 
purchased over the next few weeks should show profits 
some time during the summer, giving buyers a better 
than even chance to make a later decision—without 
loss—as to whether to hold for sustained recovery. 

The New Deal pump priming will not of itself pro- 
duce either important or sustained recovery. In addi- 
tion to that stimulant, we must have also increasing 
consumer spending and increasing business spending for 
inventories, maintenance and expansion of facilities. All 
of the hopeful signs we have pointed to are essentially 
negative in that they relate to the termination of defla- 
tion rather than to positive business recovery. We are 
willing, over the next few months, to give the latter 
the benefit of the doubt. There will be time to revise 
this hope should it prove necessary. 
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BY E. 


Administrative drive on Congress began with Roose- 
velt’s return from holiday in eleventh-hour effort for 
enactment of important parts of his program, delaying 
adjournment hopes of members with pressing primary 
probiems at home. To get some action for campaign 
talking points, particularly wage-hour and reorganiza- 
tion, administration is willing to make compromises it 
spurned earlier. 


Wage-hour bill opposition in Senate, based chiefly on 
lack of Southern differential, may be strong enough to 
prevent action before adjournment. And some House 
members voting for it (for political effect) are hoping 
that just that will happen. 


Reorganization bill revival was demanded of Congress 
leaders by Roosevelt who will take half a loaf now where 
he wouldn’t before and particularly wants six assistants 





WASHINGTON SEES— 


Roosevelt pressing Congress to save frag- 
ments of his program. 


Attempt to lure business into pre-election 


upturn. 
Administration moving warily in state 
politics. 


Enforcement difficultics looming in wage- 
hour measure. 


Farm troubles on the horizon. 

Labor Board seeing handwriting on the wall. 
T VA investigation no whitewash. 
Lending pressure being put on bankers. 


Bigness in business still anathema to New 


Deal. 





ening. in. Washington. 


and Public Welfare Department as well as a_ token 
measure to save face. Could be accomplished by chang- 
ing and bringing out bill re-committed by House or 
through Senate action on partial measure House passed 
last year, but Congressmen have little heart for another 
struggle with this issue. 


Soothing business is definite policy of administration 
for time being. Left-wingers uave been cautioned to 
avoid irritating statements; business men are being con- 
sulted individually and in groups; peace is being sought 
with utilities; new reforms are discussed only as future 
possibilities; the monopoly message was surprising in its 
restrained tone. All this is deliberate effort to restore 
confidence and increase business activity before election. 


Business upturn was expected by New Deal spenders 
immediately after announcement of new spending and 
credit expansion plans because of inflationary aspects. 
They are disappointed that experts predict only a slow 
rise through summer with no pre-election boom. 


Primary politics of administration will be selective. 
Pro-New Deal Pepper was openly backed in Florida be- 
cause he was pretty sure to win anyway, but in states 
where anti-New Dealers are running strong administra- 
tion will be neutral. Friends are urging Roosevelt to 
campaign for his personal supporters regardless of party 
and against anti-New Deal Democrats, feeling his popu- 
lar appeal is still the strongest political force. 


Third term for Roosevelt is now generally considered an 
impossibility—unless as a candidate of third party or a 
disrupted Democratic party either in *40 or °44. 


Injunction method of enforcing wage-hour standards, as 
provided in House bill, is drawing criticism because em- 
ployer could be prosecuted for a crime without jury trial 
—exactly the procedure prohibited by the anti-labor-in- 
junction act. Constitutionality of having Secretary of 
Labor determine when an industry affects interstate 
commerce is also questioned. 


Farm revolt threat probably will not grow to large pro- 
portions but it has AAA sufficiently worried to reduce 
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penalties for over-planting and to intensify its mission- 
ary work. Corn and wheat farmers particularly object 
to severe curtailment when farmers outside the control 
belts are less restricted on these crops. Result will be 
pressure next year for lifting of curtailments and substi- 
tution of two-price. system with government guarantee 
of “domestic allotments” and dumping of exports. 


NLRB action in withdrawing several collective bar- 
gaining orders to start new proceedings shows Board is 
fnally responsive to widespread criticisms of its one- 
sidedness. Proud of its string of Supreme Court victor- 
ies, it foresaw defeat on procedural questions when Court 
recently, in stockyards case, invalidated an order based 
on the same kind of unfair “hearings” used by NLRB. 
Board wisely reasoned that if it should run into this sort 
of court reversal and denunciation Congress might 
quickly oust it or revise its law. 


Utility rapprochement seems nearing on two fronts. 
TVA appears to be taking a practical attitude in nego- 
tiations for buying out private competitors, and SEC 
is striving to make good its promise of cooperation and 
rasonableness in working out compliance with “death 
sentence” provisions of holding company act. This is in 
line with, if not dictated by, current administration 
policy of trying to stimulate business confidence. 


TVA investigation being mapped out by joint Con- 
gressional committee will be no whitewash. Chairman 
Donahey so far has resisted pressure to appoint radicals 
as investigators and plans to conduct the probe like an 
auditor, which he is. If possible he will avoid sensational 
hearings until careful field investigation has been com- 
pleted by staff men. 


Security distributions have been made easier, particu- 
larly for smaller concerns, by SEC modifications and 
RFC will aid by lending to underwriting bankers but 
will not buy securities itself. While new law permits 
RFC to purchase corporation obligations it will apply 
this only to definite obligations to pay of fixed maturi- 
ties, and will not buy common stocks. 


Lending pressure is slyly being put on banks by Jesse 
Jones through his request that bankers cooperate by 
forwarding to RFC all applications for business loans 
denied by them. Idea is that after a banker helps a 
business man list his credit needs and assets he may 
decide on seeond thought to make the loan himself. 
That the scheme has possibilities is shown by number 
of R F C loan authorizations which were never dis- 
bursed because borrower used this authorization to pry 
out a loan elsewhere on better terms. 


Federal Trade Commission, which has grown much in 
power and prestige in last couple years after a consider- 
able period as a second-rate commission, is being loked 
to more and more by Congress and the President and 
may come to be recognized as the most important gov- 
ernment agency concerned with business relations. 


Senator O'Mahoney sees a boost for his federal corpo- 
ration licensing plan in forthcoming investigation of 
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Wide World 


Senator Vic Donahey as Chairman of TVA Investigating Com- 
mittee will guarantee no whitewash. 


wealth concentration and monopoly. By sponsoring 
resolution to make investigation asked by Roosevelt but 
with the aid of Congressmen, he put himself in line to 
be one of the Senators on the group and thus be able 
to influence recommendations. New Dealers are not 
keen about having Congressmen participate in the probe. 


Business bigness as such is still suspect by the New 
Deal which feels it could handle many small competitors 
better than a few big ones, and this is the thought be- 
hind Roosevelt’s warnings of concentration of private 
economic power. Plans have been drawn for a law to 
limit the size of any corporation, based on capitalization 
and percentage of business done, and this will be trotted 
out during the course of the monopoly investigation. 


Government bond issues, several times slated for virtual 
discontinuance, will be offered this fall as new spending 
program crowds out all thought of balancing the budget. 
Legislation lifting limit on amount of public debt which 
may be carried in bonds shows that administration real- 
izes big deficits will continue so long it is inadvisable to 
depend on short-term borrowings. 


Trade associations are puzzled by President’s sugges- 
tion in monopoly message that they be supervised by 
government, since most important ones in recent years 
have leaned backward to avoid any appearance of re- 
straining competition, and after NRA experience the 
wise ones don’t want to be given any semblance of regu- 
latory powers. (Please turn to page 190) 


139 











investment. 


encouraged. 


Door opened to more active security 


Re-investment of corporate savings 


New Tax Law as a Business Aid 


BY M. L. SEIDMAN 
(C. P. A. & Tax Consultant) 


; new tax law will be a help to business. There’s 
no doubt about that. It is important to say this at the 
very beginning of any discussion of the new law since 
so many people are disappointed over some of its 
provisions. 

Of course, it is unfortunate that the principle of the 
undistributed profits tax had to be retained. But really 
only a shadow of the old tax remains. And even this 
will, by the very terms of the law, automatically dis- 
appear on December 31, 1939, unless Congress takes 
some affirmative action to continue it. About 88 per 
cent of all corporations— those with net incomes of 
$25,000 or less— are immediately relieved of this tax. 
For the remaining 12 per cent, the rates are reduced 
from a previous top 27 per cent to a fixed 214 per cent 
on income retained. 

Even this 24% per cent applies only after some impor- 





Corporate Income Tax—Old and New 


In 1937, a company having taxable income of a million 
dollars paid a federal income tax of $148,840 if all the year's 
earnings, over and above the income tax, were paid out in 
dividends. If it retained all of the earnings, the tax was 
increased to $323.328. The net cost of retaining $676,672 
of earnings was, therefore, $174,488, or about 25 per cent. 

Had the company paid out $500,000 in dividends, the 
total undistributed profits tax would have been $47,465 for 
retaining $303,695 of earnings, or about 15 per cent of the 
amount retained. Under the new law, the corporation pays 
19 per cent, or a total of $190,000 if it distributes nothing. 
To the extent that it does distribute, the tax is reduced by 
2/2 per cent of the amount distributed, thus making the 
effective income tax rate on that amount 16!/, per cent 
instead of the 19 per cent. This 2!/, per cent tax reduction 
is at a fixed rate and does not vary with the proportion of 
earnings distributed. 
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tant relief provisions are given effect to. Among the 
beneficiaries of these relief provisions are corporations 
with accumulated deficits, and all corporations paying of 
certain debts incurred prior to January 1, 1938. To 
make up for the loss of Government revenue from this 
source, all corporations, large and small, will heveafter 
have to pay higher normal tax rates on their income, 
whether such income is distributed or not. 

The new law also makes a much fairer approach to 
the treatment of capital gains and losses than has been 
the case in the past five years. For one thing, the prin- 
ciple of recognizing capital losses, regardless of the 
presence of capital gains in the same year, is now back 
in the law. This is significant not only for the effect 
on one’s tax bill, but because of the implication it con- 
veys that at long last, the law-making conscience has 
been awakened and is rebelling against unjust taxation. 
That a conscience in such matters again exists should 
by and of itself be a real stimulant to business con- 
fidence. 

It is not at all surprising that there should be some 
confusion on this subject in the mind of the average 
reader of the daily press. There have been so many 
proposals and counter-proposals, and so many changes 
at the various stages of the law’s development, as to 
baffle the understanding of the layman. One must now 
expunge these accumulated impressions from his mind 
if he is to get his teeth into the actuality of the 1938 
Revenue Act. 

The new law is sure to result in freer action on the 
part of people who own securities. And, to the extent 
that taxes heretofore discouraged security purchases, 
there should now again be an incentive to buy, all 
other considerations being favorable. Many large blocks 
of stock heretofore locked up because of possible tax 
consequences, will now gradually be released. More ac- 
tive and more natural markets should be the result. 

As a psychological factor and as a business confi- 
dence builder, the background of the tax controversy 
coupled with the resultant bickering and delay is, of 
course, unfortunate. The fact that the changes were 
ceded reluctantly and grudgingly by those upon whose 
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attitude depends business confidence, is also not reassur- 
ing. There remains, therefore, a lurking fear on the part 
of many people that by some hocus pocus, the tempo- 
rary retention of the principle of the undistributed prof- 
its tax may later result in its reenactment in a more 
dangerous form. To that extent, the tax factor remains 
an impediment to long term planning. 
But what is now left of this tax can hardly be an 
important factor in creating any of the economic dis- 
turbances for which the old undistributed profits tax 
became so notorious. It can hardly, for example, be of 
any real potency in forcing the distribution of earnings, 
where as a matter of good business judgment such earn- 
ings would otherwise be retained and reinvested in the 
business. The undistributed profits tax rate now being 
something less than the commercial interest rate, com- 
panies really needing their earnings for working capital, 
plant expansion, or rainy day reserves, will be inclined 
to retain such earnings instead of distributing them. 
With the elimination of the severe penalty-pressure 
to distribute current earnings, Congress found it neces- 
| sry to put teeth into other provisions of the law, in- 
taded to compel earning distributions in cases where 
eamings are accumulated beyond the reasonable needs 
of the business. Long before we had such a thing as 
the undistributed profits tax, our tax laws, for many 
years, carried provisions calculated to force dividend 
distributions where earnings were evidently accumulated 
for the purpose of avoiding the imposition of surtaxes 
upon corporate stockholders. In the past, the Govern- 
ment found it difficult to enforce this provision of the 
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Large Capital Gains 


Buying 12,500 shares of Chrysler at 35 in March, 1935, 
Mr. "A," after holding the stock for twenty months, had a 
100 point profit, or a total of $1,250,000. Had he then 
cashed in, 80 per cent of the profit would have been 
taxable at regular rates. His tax would have been ap- 
proximately $681,000, assuming that he had no other tax- 
able income. He figured that $681,000 is equivalent to 
a 54 point decline in the stock. He did not sell. 

Had the new tax bill then been in effect, he would 
have been subject to a maximum tax of 20 per cent, or 
what is here equivalent to a 20 point decline in the stock. 
Had the same amount of profit been available after he 
held the stock longer than two years, the tax rate would 
have been I5 per cent, instead of 20 per cent. lf "A" 
then thought that the stock, though not likely to go down 
54 points, was likely to go down 15 or 20 points, he would 
have sold and thus saved some of his profits. 





law because of the burden of proof as to the taxpayer’s 
purpose and intent when earnings were retained. Here- 
after the fact that earnings are permitted to accumulate 
beyond the reasonable needs of the business will be 
determinative of the purpose to avoid surtax upon 
shareholders, unless the corporation proves to the 
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Capital Losses 


Assume taxpayer "A" with a 1938 income from salaries, 
interest and dividends of, say, $100,000. He has a net 
capital loss of $100,000 on securities which he has carried 
for more than two years. Using round figures, his tax on 
the $100,000 income is $34,000. Were he to be allowed 
one-half the capital loss as a deduction, his taxable income 
would be $50,000, and his tax $9,700. His tax would thus 
be reduced by $24,300 because of the allowance of one- 
half the loss. Since one of the conditions in allowing this 
loss is that the tax savings must not exceed 15 per cent 
of the loss, he would in this case be allowed a credit of 
$15,000 against his $34,000 tax, thus paying $19,000 net. 

In the case of "B" who had an ordinary income of, say, 
$10,000, which is subject to a tax of $700, but who also 
has a capital loss of $10,000, he would not be permitted 
to wipe out his entire $700 tax by receiving a 15 per cent 
capital loss credit. Instead, he would be permitted to 
deduct one-half of his loss from his ordinary income, thus 
reducing that income to $5,000 and his tax would then 
be $240 instead of $700. 





contrary “by a clear preponderance of evidence.” 

Yet, difficulty from this source, at least to the average 
business corporation, should in the future be the excep- 
tion rather than the rule. For a company employing 
its capital in the operation of its business—especially if 
it currently distributes a reasonable part of its earn- 
ings—there should be no occasion from a tax angle, to 
distribute any more of its earnings than wisdom and 
conservative business policy dictate. 

The immediate and natural effect of removing the 
pressure for dividend distributions will, of course, be a 
substantial reduction in the amount of dividend pay- 
ments this year as compared with last year. But, as we 
well know, the elimination of the undistributed profits 
tax will by no means be the sole cause for lower divi- 
dends. Dividends will be lower chiefly because earnings 
will be lower. And even where earnings are maintained, 
old line conservative companies who before undistrib- 
uted profits tax days followed a uniform and consistent 
dividend policy in good years and in bad, will now 
re-adopt such a policy—instead of the feast and famine 
policy which the undistributed profits tax fostered. This 
should tend to bring back some of the stability in secur- 
ity values which so many of our fine old companies used 
to enjoy. Add to this the significant changes in the 
treatment of capital gains and losses, and you have at 
work tremendously important forces in the direction of 
more normal and more natural security markets. 

The plan which the new law adopts for the treat- 
ment of capital gains and losses is, of course, a compro- 
mise arrangement. These are seldom completely satis- 
factory to all concerned. But the net result in this case 
should be constructive. The outstanding difficulties in 
that regard, with the law just repealed, were twofold: 
While there was some scaling down of the amount of 
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taxable gain with the lengthening of the time of own. 
ership, there was no scaling down of the tax rates. The 
new law makes substantial concessions in this regard, 
Of equal importance is the fact that the deductibility 
of losses under the old law was extremely limited. This 
often resulted in cases of rank unfairness and real hard. 
ship where there were no capital gains to offset capital 
losses. People were thus reluctant to take losses unless 
they had offsetting gains. 

The new law, while not entirely curing these difficuyl- 
ties, takes some very definite steps in the right direction, 
It divides capital transactions into short term and long 
term. They are long term if the property sold was owned 
more than eighteen months prior to sale; they are short 
term if the time of ownership was less than that. Short 
term losses can be offset only against short term gains, 
If there is a short term net gain, the amount is taxed 
in the regular way as is all other income. If there isa 
short term net loss, it cannot be deducted in the cur- 
rent year, but it can, in an amount not greater than the 
current year’s income, be carried forward and applied 
against short term gains of the succeeding year, if any 
such gains then exist. 

In the case of long term transactions, the tax on net 
gains is limited to a maximum of 20 per cent, where the 
property sold was held more than eighteen months but 
not more than two years, and to a maximum of 15 per 
cent if ownership was for more than two years. In the 
case of long term net losses, the tax benefit is limited to 


20 per cent of the loss, if the property was held more | 


than eighteen months but not more than two years, 
and to 15 per cent if held more than two years. As an 
alternative, subject to these 20 per cent and 15 per cent 
limitations, the taxpayer may add respectively, two- 
thirds or one-half of the net capital gains or deduct 
respectively two-thirds or one-half of the net capital 
loss in calculating his ordinary income. 

It will be apparent from this meagre outline, that 
air-tight compartments are set up for taxing the dif- 
ferent classes of capital gains and losses, with the gains 
and losses of ore not offsettable against the gains and 
losses of the other. Unfortunately, therefore, under this 
arrangement, a taxpayer having short term losses and 
long term gains in the same year, would pay a tax on 
the gains but would get no benefit from the losses, ex- 
cept as he might possibly be able to use these losses as 
an offset to short term gains in the subsequent year. 
In this regard, the new law is really worse than the old, 
since the old permitted all capital gains and losses estab- 
lished in the same year to offset each other. 

Here again, it is regrettable that these artificial bar- 
riers to freedom of action in security transactions should 
have found their way into the new law. They will make 
it more important than ever for security owners to be 
concerned with the element of length of time of owner- 
ship prior to sale. For in most cases, it will make a 
tremendous difference whether a security is sold before 
or after the expiration of an eighteen-month or a two- 
year ownership period. Also whether a sale is on the 
last day of one year or the first business day of the 
following year. 

Looking at the whole picture, however, the changes 
that were made in this regard are constructive. Under 
the old law, even if one (Please turn to page 188) 
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Building 
Outlook 
Hopeful 


BY W. C. BOBER 


As I write I have before me the F.W. Dodge am 
building figures for the period January 1 to 
April 15, 1938. Compared to the correspond- - 
ing period of 1937, residential building is down 
33.7 per cent, non-residential 21.1 per cent, 
utility construction 14.3 per cent. Public 
works are up 14.3 per cent and construction as a whole 
is 18.1 per cent below last year. These percentages are 
based on dollars, but a comparison in square footage 
does not alter the picture very materially. 

The first thing that strikes one is that building activity, 
even after eliminating public construction, has fallen off 
much less than durable goods in general. Production of 
durables as a whole, according to the newly revised index 
of the Federal Reserve Bank of New York, declined 
57.4 per cent in the first quarter of 1938 as compared to 
the corresponding quarter of last year. The drop in 
residential construction of 33.7 per cent already referred 
to above is therefore moderate in comparison; and the 
relatively small declines in non-residential and _ utility 
construction are distinctly encouraging in view of the 
kind of year that 1938 has turned out to be; always pro- 
vided, of course, that the decline does not accelerate after 
the middle of April. 

The above figures, moreover, are even more encourag- 
ing than they appear at first sight. The F. W. Dodge 
Corporation does not report the smaller modernization 
projects which in the aggregate are apt to run into very 
considerable sums. Their figures are therefore naturally 
weighted in favor of new construction, which is sub- 
ject to much more violent ups and down than mod- 
ernization. The latter is a stabilizing factor in the build- 
ing industry the importance of which is frequently 
overlooked. 

The modernization figures reported by the U. S. Divi- 
sion of Construction under the heading “additions, 
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alterations and repairs” combine both residential and 
non-residential data. The figures are based on permits 
which are primarily intentions to build rather than actual 
commitments and we must therefore bear in mind, in 
making comparisons, that cancellations are undoubtedly 
greater in the early part of 1938 than in the correspond- 
ing period of 1937 when business was booming. Never- 
theless, tests have shown that modernization cancella- 
tions are seldom a very large percentage of the total. 
We can therefore derive considerable encouragement 
from the fact that the U. S. Division of Construction’s 
modernization figures for the first quarter of 1938 were 
down only 8.1 per cent from the corresponding quarter 
of last year. 

The year 1937 is sometimes, although I think quite 
erroneously, compared with 1929, each year representing 
the culmination of years of prosperity or recovery. But 
after 1929 the decline of home construction was rapid 
and continuous. By 1933 a level had been reached 
89 per cent below 1929 and 94 per cent below the peak 
year 1925. The relatively minor decline in the present 
cycle from the 1937 peak is therefore not only encourag- 
ing but indicative of a totally different situation. Pre- 
vious to 1929 we had a great boom in home construction 
accompanied by a very high level of activity in prac- 
tically every class of building. But in the late lamented 
recovery, construction activity entered very late into the 
picture and the industry as a whole participated in the 
recovery in only a few of its branches and in a rather 
minor way in home construction. Even in the best 
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months of 1936 and 1937, we were building fewer homes 
than the bare requirements of population increase de- 
manded. No provision whatsoever was being made, in 
the net, to replace demolished and antiquated structures 
and the backlog representing the home shortage, instead 
of being reduced, was steadily increasing. The construc- 
tion industry as a whole, and residential in particular, 
were in fact just getting into their stride in the recovery 
parade when they were choked off abruptly by the 
recession. 

But the above does not mean that the construction 
industry will necessarily lead a new recovery parade, or 
in fact that the industry can march ahead regardless of 
business activity in other fields. On the contrary, con- 
struction activity may quite conceivably sink to much 
lower levels because it is extremely closely tied to general 
business sentiment. That word “confidence” which we 
so often hear today is a reality of first rate importance in 
the field of building. 

The prospective home owner, to take an iilustration, is 
not merely interested in costs or the availability of mort- 
gage money. Owning a home means taking on a very 
long debt commitment and involves the largest single 
expenditure that the ordinary man makes in a lifetime. 
There must therefore be adequate psychological prepara- 
tion before he is willing to undertake the commitment 
and make the expenditure. In other words, he must 
have confidence that his job or his income is reasonably 
secure. That is to him the “sine qua non” without which 
he does not consider entering the home market. 

Undoubtedly the confidence of many a prospective 
home owner has been shaken—if not by his own experi- 
ence in decline of income or loss of the job—then by 
what he sees going on around him as the recession pro- 
ceeds on its course. He notes declining production, 
receding incomes, heavy unemployment, and he feels 
much less secure than before the fall of 1937. Active 


home building therefore waits on a check to the recession 
and a general improvement in business sentiment. If 
these are forthcoming, there is no reason why the rising 
trend of home construction that featured the period of 
1935 to 1937 should not be resumed, especially because 
there has been some downward adjustment of costs, to a 
considerably greater extent in fact than some of the 
most widely quoted indices seem to show. When the 
recovery trend of home construction was broken off in 
1937, a level had been reached that was painfully low 
compared to the days that preceded 1929. Building ac- 
tivity has its recovery before it—not behind it. That is 
obvious from the chart accompanying this article which 
shows building permits in 218 identical cities as reported 
by Bradstreet ever since 1911. 

There is however no intention here to make the pre- 
diction that the level of home building must be gauged 
by the great boom plateau of 1923 to 1929. Abnormal 
forces were at work in those days and the level of those 
years does not constitute a proper statistical “normal.” 
But the recession since those days has been so great and 
so deep, that an opposite reaction is inevitable once 
psychological and other factors become favorable. Nor 
is there any intention here to play down any of the 
unfavorable angles cr to deny that the construction 
industry still faces many problems. The volume of fore- 
closed property is still very large and some of it is still 
in weak hands either without the desire or financial 
ability to hold such property for the rise. But these 
factors were present before the recession and did not 
prevent a sharp recovery in home building after the 
spring of 1935 and they will not prevent resumption of 
the recovery in the future provided business sentiment 
returns to an even keel. 

It is true of course that we are no longer growing in 
population at anything like the rate of the period 1920 
to 1929. In those years we increased by around 1,700,000 
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A development of model houses under construction at Bayside Hills in New York City's suburbs. 


people per annum. In this decade, our growth is not 
much over half of that. This looks serious at first sight 
until we remember that new homes are obviously not 
built for the present increase of population in the current 
decade. It is the increase of population in past decades 
that determines the number of people who will reach 
marriageable age in a current period. That is the de- 
termining factor in the demand for homes. The birth- 
rate of the present may determine the size of new homes 
and the number of rooms but it does not provide any 
basis for figuring the number of homes required because 
that is dependent on the number of people who will 
marry and found families. The number of these people 
is obviously a matter of determining the rate of increase 
in the decades in which they were born. 

There is therefore a very important time lag between 
the period when a nation’s population growth begins to 
slow down and the period at which the greatest number 
of people reach marriageable age, which can be con- 
sidered to be around 25 years for men, to take a statis- 
tical average. 

In the decade of the forties which is quite close at 
hand, our annual increase in population will be only 
around 600,000 per year. But men who will reach the 
marriageable age of 25 in that decade will have been 
born in the period 1915 to 1925 when our population 
grew on the average at the rate of 1,600,000 per year. 
The home building industry of the nineteen-forties will 
therefore receive the benefit of an annual contingent of 
marriageable people, looking for homes, not far from three 
times as great as what the current rate of population 
increase of the decade of the forties would normally call 
for. This is a fact of first rate importance, the result of a 
time-lag that is not generally understood. 

People who have difficulty in understanding the above 
—which is undoubtedly confusing to persons unused to 
thinking in terms of vital statisties—may possibly obtain 
a clearer picture from the recent experiences of the armies 
of continental Europe in the matter of recruits available 
for the colors. In the case of France, there was no 
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shortage of new recruits in 1933 because the latter, 
aged 20, were born in 1913. the last pre-war year, in 
which the birth rate was stil high. But in 1935 the 
number of young men of the age of 20 was so small as 
to seriously embarrass the army. The reason was that 
the 1935 recruits had been born in the war year 1915 
when the birth rate had dropped to an unprecedentedly 
low level. The importance of the time-lag here is ob- 
vious. In the case of the European armies, it operated 
unfavorably for a number of years, but in the case of 
the American home building industry the time-lag caused 
by a change in the rate of increase in population will 
operate in our favor in the next few years and all through 
the decade of the forties. 

With ihis relatively abnormal demand for homes that 
we can still depend on in the next dozen years or so. 
will go a corresponding demand for many other forms of 
construction that are directly dependent on and sub- 
sidiary to home building. Among these are various forms 
of public utility construction, stores, churches, garages. 
etc., which all bear a close relation to the number of 
new homes erected. Residential building is in fact the 
dynamo, the motive power, that sets innumerable other 
forms of construction activity in motion. As long, there- 
fore, as the above time-lag works in our favor, we need 
not worry much about the basic demand for new 
construction. 

There is, of course, no denying the fact that the time- 
lag is much shorter in some classes of construction than 
in others. The current low rate of population increase is 
bound to have a very rapid effect on school construction 
because here the demand for space depends on children 
born only a few years ago when the rate of increase was 
already much below that of the decade of the twenties. 
At the other extreme is the construction of homes, hos- 
pitals, etc., for the aged. Demand for such space will 
increase for a long time to come without any relation to 
the current rate of increase of population because people 
who reach the age of 65 as late as 1990 (when our 
population may be much (Please turn to page 184) 
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Will Latest Administration Measures Bring 


Advancing Prices? What of Inventories? 


Raw Material Priees and Inflation 


BY JOHN D. 


I. may be that the New Deal’s pump priming and 
credit expansion program is fundamentally inflationary 
—which certainly is the psychological reaction that the 
Administration wishes business men to get from it—but 
as a matter of practical, immediate importance, nothing 
is inflationary unless it puts prices up. Since commodity 
prices on the average are lower now than when the 
President announced his spending-lending-credit-inflation 
drive, it is obvious that buyers are not yet inflation- 
minded and there is no current evidence that they are 
likely to become so in the near future. 

Business men know that if the Government continues 
to adhere to the present fiscal and credit policies, some 
utimate inflation of commodity prices—and possibly a 
very great inflation—will result. But business men 
know also that it is a hazardous venture to bet much as 
to how long our Government will adhere to any policy. 
Moreover, with inventories of many kinds of goods still 
burdensome, the prospect of infla- 
tion would have to be more immi- 
nent and more powerful than it now 
appears to be to induce the average 
corporate purchasing agent to de- 
part from his present cautious, hand- 
to-mouth buying policy. 

The policy of business buyers, as 
summarized in the published views 
of the National Association of Pur- 
chasing Agents, reflects a composite 
opinion that any general price rise 
is improbable for the near term. Ex- 
pressed otherwise, this is a composite 
opinion that the alternatives as far 
ahead as can now be seen are rela- 
tive stability of genera! price level 
or further decline. To date this year 
the evidence supplied by the com- 
modity markets points to the latter 
alternative as the probability during 
the late spring and summer. — . 

Of course, what prices are doing ——_—s 
at any particular time depends upon SS 
what prices or what price groups one 


. Gendreax 
looks at. Our business—and world 
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business—is transacted in terms of literally hundreds of 
prices. Never do all prices move together or even in the 
same direction. Nevertheless, reading the price charts 
from a technical point of view—whether one uses the 
broad index of the Bureau of Labor Statistics or more 
sensitive indexes made up of a limited number of major 
raw materials—the presumption is, pending evidence to 
the contrary, that we remain in a deflationary trend. 
From the peak of the general price level in early April 
of last year to date the rallies have not gone far, the 
flat spots have not lasted long and the reactions have 
extended previous lows. If anyone wishes to argue that 
this pattern is about to change or is not far from a 
change, that is all right with the writer. It may possibly 
be true. It car not be refuted, for nothing that is con- 
jectural can be refuted—but neither can it be proved by 
any factual evidence visible at the moment. 

Yet while the general price trend has been downward 
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Large inventories of perishable goods awaiting shipment 


THE MAGAZINE OF WALL STREET 








30 
th 


pri 
in¢ 


We 


CO 


Ul] 








ls of 
n the 
harts 
s the 
more 
najor 
ce to 
rend. 
A pril 
the 
have 
that 
ma 
sibly 
Con- 
1 by 


vard 

















so far this year, generalization clouds, rather 
than clarifies, the actual picture. What we 
have seen is a serious and fast deflation of 
prices of agricultural products and of most 
industrial raw materials, but only a slow and 
thus far mild deflation of prices of finished 
goods, which are held up by excessive hourly 
wage rates. The trade-disturbing disparity 
between farm prices and prices of manufac- 
tured goods—as well as the disparity be- 
tween prices of industrial raw materials and 
finished goods—has been steadily widening. 

As shown by the index of the Bureau of 
Labor Statistics, farm prices at this writing 
have come down from the 1937 high by 
approximately 27 per cent. Prices of fin- 
ished products have declined from their 1937 
peak by only 7 per cent. Since January 1 
farm prices have declined by approximately 
5.4 per cent; while prices of finished goods 
have sagged only 2 per cent. 
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action since mid-April has been due almost 
entirely to weakness in agricultural com- 
modities, notably wheat, and in tin. The latter, of 
course, is an import commodity for which a low price 
is no disaster to us. There has been no significant 
change in recent weeks in prices of copper, lead, zinc or 
rubber. Steel scrap, however, has declined to new lows 
and the past record of this commodity justifies attaching 
some significance to it as a business and price barometer. 
While official prices for steel are unchanged, it is com- 
mon knowledge that considerable of what the industry 
calls “shading” has been going on in recent weeks; and 
announcement of official third quarter prices in the near 
future is being awaited by potential buyers with some 
expectation that price cuts will be formally made—with 
or without wage reductions. 

Demand for such products as steel, copper, lead, etc. 
depends far more upon the general industrial outlook than 
upon any price concessions that it is feasible to make. 
Copper is now 10 cents and it may or may not hold 
there, but in view of the demonstrated fact that 4-cent 
copper in 1932 failed to stimulate demand the producers 
have scant reason to go in for vigorous price cutting. 
As to steel, the industry is divided. Nobody believes a 
price cut will importantly increase demand, but some 
argue that it would be a smart thing to satisfy the 
Administration—if that is possible—by officially cutting 
a price that has come in for much political attack and 
at the same time demonstrating that it will not change 
the rate of consumption. 

From present indications total cash farm income this 
year will probably be down from last vear’s total by ap- 
proximately $1,500,000,000, or some 17 per cent. Allow- 
ing for fixed charges of farmers and subsistence needs, 
buying power available for finished goods of non-neces- 
sitous character will be down by much more than 17 per 
cent. This will necessarily affect unfavorably a substan- 
tial part of our national economy. When one compares 
the proposed Federal spending and lending in dollar 
amount with the decline in farm income, in wage and sal- 
ary income and in national income being currently pro- 
duced, it becomes obvious that one should not expect the 
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Government program of itself to produce any semblance 
of a boom this coming autumn, even though it will cer- 
tainly afford considerable help if the money is speeded 
into actual circulation in a hurry. It will have to be 
faster than was the original New Deal spending program 
if tangible results are to amount to much before next 
year. 

In the unstable times since 1929 we have become more 
price-conscious than ever before. Prices have become 
a political issue and price troubles are treated by govern- 
ment as causes of economic disorder, whereas they are 
usually symptoms of disorder. No amount of govern- 
ment planning can entirely offset the basic economic 
changes which, ever since the war, have been altering 
the long term trends of prices and of price relationships. 
As shown by a seven-year study of prices of raw mate- 
rials made by the Harvard University business school. 
there is some evidence that the world faces a perennial 
glut of raw materials. This is due on the one hand to 
technological progress, and on the other hand to the 
opening up of new areas of production—both processes 
having been greatly speeded by the World War and by 
the post-War movement ioward economic nationalism 
and self-sufficiency. World productivity—actual and 
potential—in wheat, cotton, copper, rubber and various 
other basic commodities has tended persistently during 
the past generation to increase faster than growth of 
markets. 

There are two ways of looking at this picture. It can 
be called a disaster for producers of raw materials 
against which political remedies are but feeble aid. The 
other approach is to accept it as the inevitable long-term 
trend and apply to it the reasoning that we apply to the 
finished goods made by our most successful mass _pro- 
duction industries. In other words, might it not be 
better for us to concentrate our effort on the most effi- 
cient possible production of raw materials, with large 
volume and low unit cost, than continue the apparently 
losing game of attempting to lift prices by production 
control schemes which, in the (Please turn to page 192) 
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Record high excess bank reserves will 


affect high grade bonds, then those of 


medium grade. 


What New Money Policy Means 


to Bond 


BY J. S&S. 


sae say belatedly—the seriousness of 
the slump in business, the Administration has turned 
again to policies of easy money and spending in an effort 
to turn the tide. It is not our intention to discuss here 
the fundamental economic soundness or its lack in these 
developments; our concern is with the effect that they 
will have upon the bond market. 

It is evidently the Government’s belief that if only 
the reserves of the member banks of the Federal Re- 
serve System can be swollen sufficiently at least some 
of the credit so made available actually will be used in 
constructive enterprise. This is on the theory that if a 
bank has $1,000 to lend it may be inclined to be 
“choosy,” but that if it has $10,000 to lend it is apt to be 
less particular. 

The simplest way to increase member bank excess 
reserves—i.e., those reserves over and above the sum 
required by law to back the banks’ deposits—is to alter 
the legal requirements. Instead of, say, 20 per cent, 
make it necessary for the member banks to keep only 
171% per cent of their deposits with the Fed- 


Investors 
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of its bills. In order to speed up the action it has been 
announced that $50,000,000 in Treasury Bills will be 
redeemed every week, the funds with which to do this, 
of course, coming from the deposits created by the gold 
desterilization. 

When fully effective, the reduction in the legal reserve 
requirements together with the release of the $1,400,- 
000,000 in sterilized gold will raise excess reserves to 
about $3,800,000,000, or the highest they have ever been 
in history. Now, it does not always follow as closely as 
the theorists would have us believe that because the 
banks have more money to loan they will immediately 
start lending to every Tom, Dick and Harry who applies. 
The banks, however, will attempt to make some use for 
the funds and the first thing they think of is a Treasury 
bill, in which the element of risk is non-existent. But 
the Treasury is reducing the amount of bills outstanding 
through drawing on the desterilized gold fund, so that 
we have a condition of increased demand and de- 
creased supply which has carried the yield on a number 





eral Reserve banks. On April 16, last, in 
accord with a ruling of this kind, member 
banks in the aggregate suddenly found their 





BANKS’ HOLDINGS OF “GOVERNMENTS” 





excess reserves had increased $750,000,000 
overnight. 

The Administration’s second monetary 
move was to desterilize $1,400,000,000 in 
gold. This was gold to buy which the 
Treasury had borrowed money in order to 
prevent its entering the banking structure. 
Now, however, it is to be made the basis of 
possible credit and the sterilization of any 
further gold imports had been abandoned. 

The desterilization of gold will act more 
slowly on excess reserves than the reduction 
in the legal reserve requirements. This is 
because it takes the form of a deposit in Yj 
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of the shorter maturity bills to a new all-time low. 

The vastly increased demand for Treasury bills nat- 
ually has tended to slop over into other Government 
bonds. It has even gone further and had its effect upon 
high-grade corporate issues. On April 14, American Tele- 
phone & Telegraph 34s of ’66 sold at par; today (May 
13) they are 102. Over the same period Atchison Gen- 
eral 4s °95 have moved from 99 to above 107, Chesa- 
peake & Ohio 41%s °92 from 11114 to 115, Standard Oil 
(New Jersey) 3s “61 from 101 to 102%4, Pacific Gas & 
Electric 314s ’66 from 100 to 10244 and New York Edi- 
son 314s °66 from 102% to 105. 

As a result of the strength in the bond market interest 
in new financing has reawakened. Consolidated Edison 
of New York broke the ice on April 21 with a 314 per 
cent debenture issue totaling $60,000,000. This offering 
was quickly snapped up and went to a premium. Then 
came an issue of preferred stock by General Foods which, 
although it was “stock” and not a “bond,” nevertheless 
is entitled to a high grade investment rating. This, too, 
went to a premium. United States Steel has a $100,- 
000,000 debenture issue on the fire, while Commonwealth 
Edison of Chicago has just filed on two issues, bonds 
and debentures, totaling $72,000,000. 

It is interesting to noie the effect on the bond market 
of what the government has done, but the investor’s 
real concern is whether these effects are to be lasting. 
In other words, can bonds hold their present levels in- 
definitely and is there any chance of material gains from 
this point? It has been shown that excess reserves have 
not yet reached a peak and, if the increase obtained so 
far has had such a firming effect on the bond market, it 
would be logical to reason that the further increase which 
is coming also will act to raise bond prices. Certainly, 
no decline can be expected while excess reserves are 
continuing to mount. 

Yet, while one may confidently predict a firm bond 
market over coming months, particularly for high grade 
issues, this will not be a development of any great benefit 
to the true investor—the man who is looking for safety 
above all things. In the first place, the return from 
strictly high-grade bonds is very low as it is and any 
further lowering of yields makes the market that much 
more vulnerable. It takes only a minor setback to wipe 
out a year’s interest when yields are on a 3 per cent basis. 
In the second place, there will be many refunding opera- 
tions and these, while benefiting the common. stock- 
holder, are always disadvantageous to the bondholder. 
For the latter they bring a reduction in return and the 
effort which the individual makes to hold up his income 
usually results in the purchase of obligations lower in 
quality than the original and the progressive deteriora- 
tion of the investor’s portfolio. Of course, those who must 
have high-grade bonds have to accept conditions as they 
are and derive what comfort they can from the thought 
that, although bond prices may decline (from a higher 
level that prevails currently) towards the end of the 
year, the decline is not apt to be too severe. 

Perhaps this last statement needs some amplification, 
for it bears on the fundamentals of the bond market 
rather than on what may happen over the balance of 
the year as a result of the latest Treasury and banking 
developments. When money is kept extremely easy for 
any length of time, it becomes more difficult, if not posi- 
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tively hazardous, to reverse the policies that brought 
about the condition of ease. Banks become glutted with 
high priced bonds: the same is true of institutions such 
as the life insurance companies. To cause interest rates 
to rise and so bring about a decline in bond prices is to 
impair the position of both the banks and the insurance 
companies and so, regardless of how desirable it may be 
to tighten money with a view to checking unhealthy 
speculation or business excesses, the Administration may 
well be loath to do so. Then, too, it is to be remembered 
that higher money rates make it that much harder to 
carry the Federal debt and the greater the debt the 
bigger the problem. It is for these reasons that the Gov- 
ernment may be expected to move very cautiously in 
doing anything to raise interest rates and why, even 
when the stimulants which have just been given the 
bond market wear off, it is unlikely that any decline 
which sets in will be of great severity. 

So far what has been said applies to “money” paper— 
bonds where the credit risk is negligible or non-existent 
and whose prices are sensitive almost exclusively to 
money rates. As one moves down the list through strong 
bonds, to medium grades, to those still lower in quality, 
the influence of money rates gradually fades until the 
question of risk becomes all important. “Risk” applied 
to lower grade obligations is primarily a matter of busi- 
ness conditions. With business improving the standing 
of such issues is bettered and the price rises accordingly; 
when business turns downwards second grade bonds 
slump, often more precipitously than common stocks. 
Since last summer this characteristic of weak bonds 
has been well demonstrated. (Please turn to page 191) 
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Communications 


BY J: €, 


; American investor has grown 
over-distrustful of securities which 
rest on a foreign foundation. He has 
had some unfortunate experiences, of 
course, but even though the United 
States admittedly threw her money 
around the world like a drunken sailor 
in the decade which followed the 
World War, it is not to say that every 
dollar sown at that time fell upon 
barren ground. As a matter of fact 
quite a few of those dollars have 
grown to sprout handsome profits 
while many others, comparatively unfruitful as yet, 
possess great promise. 

Yet, despite the evidence of his own eyes the Amer- 
ican investor’s inclination to discount all things foreign 
is clearly established and unless he learns again to dis- 
tinguish the good from the bad it is going to result in 
further loss. More foreign dollar bonds which will 
eventually make good, or at least stage a great recovery 
from present levels, are going to be bought up by for- 
eigners for a fraction of their true worth: while in the 
future, advantage will not be taken of what will subse- 
quently prove to have been great opportunities. And 
all because of a series of sad experiences which even 
those who judge other nations most harshly must admit 
were at least partially our own fault. 

Make no mistake, this is not a blanket endorsement of 
all foreign securities. It is merely a plea for an appraisal] 
which will look more to the future than to an unhappy 
past. Some idea of how the past influences the present 
may be seen in the lessened esteem in which the Inter- 
national Telephone & Telegraph Corp. is held. Here is 
a business for which someone paid nearly $150 a share 
in 1929. This was about fifty times the year’s per-share 
earnings: today, there is no great rush to buy it at about 
five times that which was earned in 1937. It is not 
pleasant, of course, for the investor to contemplate that 
his company’s property is under actual shell fire in sev- 
eral parts of the world. Nor is there much comfort in 
the thought that a $37,000,000 debenture maturity has 
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| But even 
so, it is still open to doubt whether 
this is sufficient explanation of the 
I decline in the market’s appraisal from 
fifty times per-share earnings to five 
times. Let us see. 

A great deal has been made of the 


to be met next January 1. 














fact that the International Telephone 
& Telegraph Corp. has some $63,000.- 
000 invested in Spain. Now a country 
in which a civil war is raging is cer- 
tainly an unfortunate place in which 
to have invested such a large sum of 
money—a fact which pictures of a shell-wracked tele- 
phone building in the daily press does nothing to allevi- 
ate. It can hardly be too strongly stressed, however, 
that the earnings of $1.60 a share which were reported 
on the 6,399,002 shares of no-par capital stock for last 
year are without any consideration at all of Spanish 
operations. Also, it may be remarked that of the 
346,000 telephones which were operating in Spain at 
the start of the civil war in July, 1936, it is estimated 
that more than 280,000 are still in service. Thus, while 
there has obviously been some damage to the company’s 
property in Spain, it is by no means a complete disaster. 
And, if it eventually is to become a complete loss—of 
which there hardly seems the slightest chance, no matter 
which side wins—there is no reason for the stock to 
discount it in the earnings’ ratio at which it sells if 
Spanish profits are completely excluded! 

Although there is no real connection between what is 
happening in Spain and what happened in Shanghai, the 
effect on International Tel. & Tel. of the war-like “inci- 
dent” in the latter district may possibly be a precedent. 
Last year in Shanghai telephones in service dropped 
from 56,000 to 45,500. Despite this, however. the net 
income of the Shanghai company was higher in 1937 
than in 1936 and in the first four months of 1938 the 
company regained more than half the installations which 
had been lost because of the hostilities. The reserves 
of the Shanghai company were ample to cover the 
property loss of $250,000 and_ there 


was no need 
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whatsoever for recourse to the 
rent company. 

So frequently have the Span- 
jsh and Shanghai troubles been 
mentioned in connection with 
the International Telephone & 
Telegraph Corp. that the unin- 
formed might be forgiven for 
believing that the operation of 
telephone service in these areas 
was the company’s only activity. 
Some 350,000 telephones are 
operated in the Argentine, but 
nothing disastrous is happening 
in this country so we fail to hear 
that the business is a prosperous 
one. As a matter of fact 25,000 
telephones were added to the 
Argentine lines last year. Simi- 
larly, in Brazil, Chile, Cuba, 
Peru and Rumania instruments 
were added to the lines of the 
International Telephone & Tele- 
graph Corp. during 1937. 

Because telephones are usually thought of first in 
connection with the company being discussed they have 
been so treated here. Having shown that the disasters 
affecting this angle of the business are possibly not as 
bad as they appear, it will come as a further surprise to 
many to discover that the International Telephone & 
Telegraph Corp. made more money last year out of its 
manufacturing and sales subsidiaries than it did out of 
its telephone and radiotelephone subsidiaries! In 1937 
the net income, after operating expenses, interest and 
other charges of the telephone and radiotelephone sub- 
sidiaries amounted to $8,787,000, while the net income 
of the manufacturing and sales subsidiaries after similar 
deductions was in excess of $9,000,000. 


1. T. & T., whi 

























Pictures in this article courtesy I. T. & T. 
Typical central office in Buenos Aires of United River Plate Tel. Co., large subsidiary of 


ch operates 90 per cent of Argentine telephones. 


The International Telephone & Telegraph Corp. has 
factories in fifteen different countries, including Great 
Britain, France, Belgium and Japan. Output includes 
three types of automatic telephone switching equipment, 
automatic ticketing equipment, cables and wires of many 
kinds, including coaxial and multi-conductor carrier- 
cable. The company also manufactures much radio 
equipment and apparatus. Last year, for example, two 
50 K. W. short wave broadcast transmitters were in- 
stalled at Daventry, England, and orders were obtained 
for a 100 K. W. medium wave broadcast transmitter for 
installation at Startpoint, England, and an 8 K. W. 
medium wave broadcast transmitter for installation at 
Aberdeen, Scotland. A number of other radio trans- 
mitting stations covering many parts of 
the world were either completed or in 
















































process. 
PRICE & EARNINGS RECORD Some of International Tel. & Tel.’s 
160 manufacturing activities impinge on the 
oo ie bi i | aviation field for one of the company’s 
German subsidiaries has developed an 
120 ultra short wave instrument landing sys- 
| i | tem for airplanes, The ground equip- 
8 ment consists of a main beacon trans- 
| = 80 | HIGH & LOW mitter and two marker transmitters, 
- | Pd located, respectively, close to the run- 
| = 60 1 a way and two miles away. The main 
fa y . 
Y ny \* | | = beacon not only guides the plane to the 
| | port, but a landing can be facilitated 
20}- 4 [ | . Pitan. tice — by using the glide path which is avail- 
| | EF ane | Bejpo ll ‘ a able: the two markers tell the pilot his 
w 3r | a | ~ ; 1 distance from the field. This landing 
- — = = system is being widely used in Europe, 
oj 'f but the United States for some inex- 
ti ! 1 ocean : plicable reason has been slow in taking 
ie P | it up. 
| $ Operating telephone, radiotelephone, 
gob — —sSooS tr cable and radiotelegraph services 
| 29 throughout the world, it would be the 














logical supposition that if the Inter- 
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national Telephone & Telegraph 
Corp. manufactured it would do so 
mainiy for its own interests. This, 
however, is emphatically not the 
case, for out of total sales of more 
than $82,000,000 in 1937 less than 
$7,000,000 were to affiliated operat- 
ing companies. 

This diversification of sales out- 
lets may be considered a source of 
strength. The company, however, is 
attempting to attain still further 
strength in diversification by going 


outside what may be termed its 
“common carrier” communication 
field. It has turned to public ad- 


dress systems, totalizator equipment 
for race tracks, railway signaling and 
other signaling apparatus and X- 
ray and other electrical medical 
equipment. Last year the sale of 
these diversified products was 75 per 
cent better than in 1936 and repre- 
sented 25 per cent of total manu- 
facturing sales. 

There remains to mention two other activities of 
International Tel. & Tel. It has a cable business which 
connects the United States with the West Indies and 
with Central and South America and a radiotelegraph 
business which operates widely between many countries 
of South America and connects this continent with 
Europe and Asia. As a result of negotiations completed 
last year the company added to its service and placed in 
operation, or will shortly have in operation, direct cir- 
cuits between Colombia and Germany and Peru and 
Germany and between Peru and Italy. Last year, the 
cable and radiotelegraph subsidiaries of the International 
Telephone & Telegraph Corp. contributed $864,000 to 
the organization’s net income. 

This discussion would be incomplete if it ignored the 
$44,500,000 which International Tel. & Tel. has invested 
in the Postal Telegraph & Cable Corp., although for all 
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The cable ship "John W. Mackay" caught in the ice. 





One of the principal factories near London of Standard Telephones & Cables, Ltd., 
a large British manufacturing subsidiary of |. T. & T. 
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practical purposes stockholders might as well forget 
that their company ever made such an unfortunate com- 
mitment. Postal Telegraph has been in process of reor- 
ganization under Section 77b of the Bankruptcy Act 
since June 14, 1935. Postal failed to earn interest charges 
last year; neither were charges earned in that year of 
generally good business, 1936. From the broad economic 
standpoint there is not the slightest justification for 
two telegraph companies in the United States. Western 
Union could handle easily all the available business and 
probably would not be over-prosperous if it did. Sooner 
or later, in one way or another, the prospects strongly 
favor Postal’s entire disappearance and the stockholders 
of International Tel. & Tel. should look upon any salvage 
they may obtain in the demise of this investment as a 
windfall. 

Turning now to the matter of finance—which will 
include that immediately pressing 
problem of the $37,000,000 maturity 
next January—the great peculiarity 
of International Tel. & Tel.’s busi- 
ness is that by far the greater part 
of its revenues are in foreign cur- 
rencies and that by far the greater 
part of its capital is in American 
dollars. In other words, there is an 
exchange problem in_ transferring 
earnings garnered abroad to the 
United States for the purpose of 
paying bond interest and expenses 
in this country. American & Foreign 
Power is the only other American 
company where this problem is of 
comparable magnitude. 

Now many of the countries in 
which the International Telephone 
& Telegraph Corp. operates have 
exchange restrictions of varying 
severity. This means that from some 
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is hardly likely that exchange re- 
strictions will grow so much worse 
that the company would be unable 
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| to transfer even half of its net in- 
come. As a matter of fact, in 1937 
the International Telephone & Tele- 
graph Corp. brought to the United 
States a great deal more money than 
its subsidiaries earned abroad. Be- 
cause of the greatly improved eco- 
nomic position of the Argentine, the 
subsidiary in this country was en- 
abled to carry out an important 
piece of new financing which enabled 
it to redeem certain securities partly 
held by the parent company and 
also to liquidate the advances pre- 
viously made by the parent com- 
pany. The cash so received in turn 
enabled International Tel. & Tel. to 
1937— sharply reduce its indebtedness with 

i | New York banks and to set aside 

















countries the company can transfer its money more or 
less freely while from a few nothing at all can be brought 
home. Sometimes, however, inability to transfer for a 
few years is less of a hardship than might at first appear. 
It is no particular hardship, for instance, when the money 
is needed locally for the expansion of manufacturing or 
communication facilities. And expansion has been the 
order of the day for International Tel. & Tel.’s sub- 
sidiaries in a number of countries—Chile and Germany 
may be cited in particular. Incidentally, mention of 
Germany brings up rather a curious point. This country 
is generally supposed to have the harshest exchange 
restrictions in the world, but Internationa! Tel. & Tel. 
did manage to transfer a little money from Germany 
to the United States last year. Indeed, the only two 
countries from which no money at all was transferred 
during 1937 were Spain and Italy. 

As common dividends are clearly some distance away, 
the real crux of the exchange problem hinges upon the 
company’s ability to bring to 
this country enough money to 
pay its bond interest and ex- 
penses. To service the three 
debenture issues required about 
$5,800,000 last year: another 
$3,000,000 would cover the out- 
of-pocket expenses (not depre- 
ciation or other bookkeeping 
items) of the parent company 
in this country. In other words, 
with a dollar income of, say, 
$9,000,000 there is not the slight- 
est fear that International Tel. 
& Tel. will have to seek the pro- 
tection of the courts. 

Very roughly, this $9,000,000 
would represent half the net 
earnings after all expenses which 
were made abroad last year— 
a margin of safety which appears 
to be reassuringly large, for it 
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more than $11,000,000 against the 
maturing debenture issue. 

This makes quite a difference. Previously we have 
referred to $37,000,000 in debentures falling due next 
January, but this is the first time anything has been said 
of $11,000,000 having been set aside for their redemp- 
tion or acquisition. It is not believed that the company 
has formulated as yet any definite plans for meeting 
this maturity, but there are three possibilities. The 
bond market recently has improved sharply. Should the 
improvement continue, it should certainly be possible 
to sell a $25,000,000 issue of 5s, or even 434s. With this 
settled, the $11,000,000 now set aside might well be used 
to buy up the debenture 414s of 1939 in the open market. 
They are currently selling for about 87 cents on the 
dollar. 

The second possibility would involve borrowing the 
money from the banks with which to meet the maturity. 
The parent company’s bank loans today are in the 
neighborhood of $9,000,000, (Please turn to page 192) 





Preparing to lay cable from Casa Blanca to Havana. 
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Outlook for Food Companies Mixed 


Corn Refiners, Flour Millers and Leaders 


in Packaged Brands Are in Best Position 


BY STANLEY DEVLIN 


Warns the vast scope of the food processing indus- 
try. there are embraced at least seven major divisions, 
each having an important industrial standing in its own 
right. Yet in little more than a general way do the 
prospects of these component parts bear any relation to 
each other. In effect, each must be appraised as an 
independent industry. All are represented by large 
companies, operating on a national scale, and having a 
large number of stockholders. 

Probably the most conspicuous characteristic of the 
food industry as a whole, as well as the one which is 
most generally accepted by investors, is that of stability. 
This has led to the belief that the shares of leading 
companies may be expected to display a relatively large 
measure of immunity to the influences of a slump in 
general business—at least so far as earning power is 





concerned. During the depression years 1930-32 food 
stocks acquired considerable investment favor. Con- 
fronted with the uncertainties in the current busi- 


ness prospect. investors are again turning their atten- 








Investment Opportunities in the 
Food Industry 
Earnings Per Share — 
1st 1st 
quarter quarter Latest Recent 
1937 1932 1938 1937 Div. Price 
General Foods Jckcaw Qe 1.97 0.64 0.78 0.50 26 
Beech-Nut Packing........... 6.26 3.78 1.20 1.28 1.25* 102 
Mead Johnson piste ses .. 8.81 6.02 NF NF 1.50* 100 
General Baking ......... . 0.50 1.94 0.09 (c) 0.10 10 
United Biscuit. . . : . 600 1.79 0.47 0.50 0.25 16 


General Mills 4.46(e) 4.13 NF NF 0.75 58 


Pillsbury Flour. . ; ... 2.76(e) 1.51 NF NF 0.40 22 
National Dairy ; 1.53 1.88 NF NF 0.30 13 
Beatrice Creamery ...sse. 2.53(€a) d0.66(6) NF NF 0.25 16 
Penick & Ford as osteo 2.29 1.00 0.24 0.50 51 
Corn Products Refining ... £82 2.77 0.98 0.70 0.75 63 
Cream of Wheat Re ic.¢ RD 2.50 0.50 0.64 0.50 24 
d—Deficit. (a)—Year ended Feb. 28, 1937. (b)—Year ended Feb. 28, 


1933. NF—Not available. (c)—Less than 1c a share. 
May 31, 1937. ,.*—jncluding extras. 


(e)—Year ended 








tion to the food industries and their reputed stability. 

The feature of stability, however, is principally dis- 
played in the aggregate tonnage consumption of food 
products—not necessarily in the dollar volume of sales. 
or in the earnings of representative food processors. De- 
spite the fact that the total national consumption of all 
food products shows only slight variation between the 
best and worst years of prosperity and depression, the 
sarnings of leading food companies have fluctuated 
widely, more widely in fact than might be expected of an 
industry normally classified as stable. 

Despite sustained consumption, the industry is con- 
tinually confronted with such familiar problems as the 
rise and fall in the cost of raw materials and their corol- 
lary inventory difficulties, distribution, profit margins. 
price-cutting and uneconomic competition. The inves- 
tor, therefore, cannot select arbitrarily the shares of 
leading food companies, secure in the belief that they 
will continue immune to a general business slump. 
There are, however, some companies which promise to 
do comparatively well and their shares, at this uncertain 
point in the business prospect, may be credited with 
definite appeal to the more conservative minded _ in- 
vestor. 

Speculatively, or at least from the standpoint of poten- 
tial price gain, food shares suffer a lack of favor because 
of the absence of dynamic factors in both their near and 
longer term outlook. Possibilities for the multiplication 
of per-share earnings even under the most prosperous 
conditions are circumscribed when contrasted with the 
possibilities for companies identified with such indus- 
tries as steel, non-ferrous metals, chemicals, aviation, ete. 
Consumption of food is unlikely to increase faster than 
the normal growth of population. Yet for the investor 
who is compelled to place emphasis on such factors as 
the safety and continuity of income, selected shares 
of food companies have definite inducements at this 
time. 

The seven principal divisions of the food industry are 
baking, including biscuits and crackers, meat packing, 
fruit and vegetable packing, dairy products, fiour milling 
and cereals, corn refining and nationally advertised 
brands of specialty products. The latter include coffee, 
tea, gelatine, frozen foods, and a host of miscellaneous 
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ucts native to the shelves of every grocer 
and chain store. 

In point of size, the huge volume of sales 
rolled up annually by meat packers entitles 
this division to rank at, or near, the top. 
Meat packers also have the distinction, such 
as it is, of operating on a smaller margin of 
profit than any of the food processors. In 
only one of the past ten years have leading 
packing companies earned as much as three 
cents for every dollar of sales. This was in 
1933. In most years the margin was around 
two cents, or less. Last year Swift & Co., the 
largest of the meat packers sold more than 
$885,000,000 worth of meats, etc. Operating 
income, however, totaled only $7,626,000— 
less than 1 per cent of sales. Granting that 
earnings of meat packers last year were sub- 
normal, nevertheless, the showing of the larg- 
est company exemplifies the extent to which 
the industry is vulnerable to anything which 
has the effect of disrupting the delicate bal- 
ance between packers’ supplies and consumer 
demand. costs and selling prices. In fact, 
year in and year out, meat packers are en- 
abled to make a much better earnings showing 
than might otherwise be the case, only by 
virtue of the substantial contributions made 
by the sale of by-products—hides, fertilizer, 
scouring powder and other specialty products. 

The present difficulties which have blighted 
the meat packing outlook have their origin 
in the 1936 drought. Crop damage seriously 
curtailed supplies of livestock feed, resulting 
in a drastic decline in farm marketings of 
cattle and hogs. With volume cut, processing 
costs rose and meat prices soon outstripped 
consumer purchasing power. It has been the invariable 
experience of meat packers that when prices rise too 
rapidly, consumption drops. People eat less meat and 
more fish and vegetables. Profits are equeezed in the 
vise of rising costs ahd declining sales. Moreover, last 
year, difficulties were further intensified by a sharp drop 
in meat prices just prior to the close of the industry’s 
fiscal year—October 31—leaving in their wake heavy 
inventory losses. 

Thus far in the current fiscal period there has been 
scant improvement in packing company earnings. Al- 
though in the large majority of years, the first six months 
are never very profitable for the packing industry, the 
current period can hardly be set down as normal. A 
further decline in meat prices has meant that unrealized 
inventory losses have mounted; consumption has been 
reduced by declining employment and_ purchasing 
power. Lower hide prices over the past six months 
probably contributed to the poor showing. 

While it is still too early to predict that the worst 
aspects of the packing situation may be alleviated suffi- 
ciently over the next six months to wipe out the losses 
of the first half, the outlook is not without promise. 
Much will depend, of course, on the trend of consump- 
tion and if demand holds fairly level, leading companies 
may do no worse than they did last year. Some may 
even show improvement. The prospect of bumper crops, 
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Courtesy National Biscuit Co. 


Making Ritz Crackers, the largest selling cracker in America today. 
About 35 million are made every working day. 


insuring adequate feed supplies, should ultimately add 
substantially to i..estock marketings. Prices, as a result, 
may be forced lower, but leading packers once they are 
free of high cost inventories, would doubtless welcome 
increased supplies and lower prices as a potent stimulant 
to consumption. 

On the whole, however, the outlook, while not without 
hopeful aspects, is still too uncertain to justify better 
than a speculative rating for the shares of representative 
meat packing companies. This would seem to preclude 
them from consideration for purchase at this time, but 
on the possibility that the industry has seen the worst, 
continued retention of present holdings would be war- 
ranted. Leading meat packing companies include Swift, 
Armour, Cudahy, Wilson and Morrell. 

Although the chief factors in the current outlook for 
the fruit and vegetable packers are less complex than 
those in the meat packing prospect, they are none the 
less charged with unfavorable implications. To an ex- 
tent fully equal to that of the meat packers, the earnings 
of fruit and vegetable packers are sensitive to any de- 
cline in consumer buying power. The larger companies 
dealing in nationally advertised brands are particularly 
vulnerable. When necessity compels consumers to buy 
as economically as possible, even at some sacrifice in 
quality, the better known advertised brands are forced 
to concede competitive advantages to the lower priced 
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Courtesy Borden Co. 
“Milking” a milk truck at Borden's Riverside plant, New 


private and lesser known brands. This means a paring 
of profit margins and a loss of volume, perhaps both. 

A further threat to profits this year is contained in 
the carryover of large surplus stocks—the combined re- 
sult of the heavy pack last year and declining sales. 
A sizable speculative element is introduced into the fruit 
and vegetable canning industry, owing to the fact that 
packers must contract for their supplies on a basis of 
what they anticipate demand will be some months ahead. 
Last year when there was scarcely a cloud visible on 
the business horizon, large acreages were contracted, 
yields were bountiful, and the total pack was of record 
proportions. Demand fell considerably short of expecta- 
tions and packers, wholesalers and retailers were left 
with large stock on their hands. 

On April 1, last, according to the National Canners’ 
Association, stocks of corn totaled 8,882,957 cases, as 
compared with 2,628,701 on the same date a year ago; 
peas totaled 7,077,430 cases as compared with 3,731,457; 
tomatoes, exclusive of California, totaled 4,824,583 cases 
vs. 3,361,118; and green beans 1,404,327 cases against 
377,314. To correct this situation, large packers are 
planning substantially reduced packs this season. The 
results, however, will not be immediately apparent in 
earnings although it is hoped that if the multitude of 
smaller packers follow suit, prices may strenthen suffi- 
ciently to close the existing gap between production costs. 
Based on the larger scale of wages now in force in packers’ 
plants, prevailing prices are unprofitable. Futures mar- 
kets offer no hint as to the probable trend of prices, inter- 
est in futures being conspicuous by its absence, with 
wholesalers and retailers well aware tliat the carryover is 
more than sufficient to meet their needs. Exports, how- 
ever, may be stimulated by the damage to European fruit 
and vegetable crops by unfavorable growing conditions. 
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From the foregoing, it must be cop. 

cluded that little, if any, improvement 
will be shown in the earnings of lead. 
ing fruit and vegetable packers this 
year. To bring about any significanj 
change for the better would require 
a marked and sustained demand for 
the better known brands. Leading 
packers including California Packing, 
Snider Packing, Libby, McNeil & 
Libby and Stokely Bros & Co. 

Another cloud in the outlook for 
canning companies is the rapidly 
growing popularity of frosted foods. 
Although admittedly this cloud is “no 
larger than a man’s hand” at this 
time, it may conceivably become a 
serious factor with which canners 
must contend in the future. In fact, 
determined not to be caught unpre 
pared, several large canners have 
already entered the frozen foods field. 
Stokely Bros. & Co., the third largest 
canner, has acquired a minority in- 
terest in Honor Brand Frosted Foods 
and will process frozen foods in sev- 
eral of its plants this year. California 
Packing is reported ready to enter 
the field and more than three score 
of smaller packers are engaged in processing frozen foods 
either for local distribution or for one of the larger 
companies. 

A measure of the growth of frozen foods is to be 
found in the fact that in 1930 there were only 35 plants 
engaged in their preparation. Now there are upwards 
of 200. Sales last year increased 60 per cent to an esti- 
mated $13,000,000. While this is a mere drop in total 
food sales at retail, the direction of the trend is un- 
mistakable. So far as the individual consumer is con- 
cerned, frozen foods have bid for favor on the strength 
of quality and “freshness,” rather than price. On these 
points, however, there is little doubt that frozen foods 
are superior to the ordinary run of canned fruits and 
vegetables. The process of quick-freezing also includes 
meats, poultry and fish—all priced at a level above the 
regular product. Frosted food dealers justify the addi- 
tional cost, however, by the fact that all bone and waste 
has been removed from their product. Although vege- 
tables make up the biggest bulk of frozen food sales. 
through regular retail channels, sales of other products 
to hospitals, ships, restaurants and hotels have attained a 
sizable volume. 

The growth of the retail division of the frozen foods 
industry has been comparatively slow, until the past 
two years, handicapped principally by the high cost of 
the specially constructed refrigerating cabinets. As a 
result, retail distribution at the present time is concen- 
trated in New England and the Middle Atlantic states. 
Growth from this point on, however, should be consider- 
ably accelerated. The cost of refrigerating cabinets has 
been lowered from above $1,000 to less *4an $300 and 
new units costing even less are ready to be marketed. 
All in all, frozen foods supply the closest approach to a 
dynamic factor in the food industry. 
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The largest processor and distributor of frozen foods 
js General Foods Corp., and this company also ranks as 
the largest manufacturer and distributor of packaged 
foods. The company’s line of food products includes 
eighty different brands. Of these, the most extensively 







ante advertised, and therefore the best known, are Postum, 
Les ding Jell-O, Maxwell House Coffee, Calumet Baking Powder, 
Packing Diamond Crystal Salt, Post Toasties, Sanka Coffee and 
Neil & Baker’s Chocolate. The company’s Bird’s Eye line of 
" frozen foods includes fruits, poultry, meats, vegetables 
ook for and seafoods. At the end of last year 2,800 dealers were 
rapidly carrying the Bird's Eye line; sales last year exceeded 
team $11,000,000; and this year the company plans to expand 
1 is “no this division 50 per cent, spending around $7,000,000. 
rt this The frosted foods division is now on a profitable basis 
ome 4 and contributed $93,000 to the company’s earnings m 
anners March. 
n fact. Processing a wide variety of foodstuffs, the company’s 
unpre. earnings are frequently influenced by fluctuations in the 
hawk prices of such basic food commodities as wheat, corn, 
3 field cocoa, coffee and sugar. In the matter of attempting to 
argest exercise control over material costs, the company follows 
by i no fixed policies—hedging operations are practiced on 
Foods some occasions, while on others the company has ac- 
+ ee cumulated commodities in anticipation ef higher prices. 
Fava In the final quarter of last year, owing to the decline in 
onlie practically all commodities, General Foods had an in- 
oni eg loss of $2,600,000, principally on cocoa and 
agile wheat. 
ai In recent years nationally advertised brands have 
encountered increasingly keen competition, not only be- 
5 te tween the products of rival companies but between the 
Sasihe so-called private brands featured, usually at somewhat 
mr lower prices, by leading grocery chains and wholesale 
mee grocery suppliers. As already pointed out, reduced 
total public purchasing power will intensify this competitive 
ie situation and may mean that the large packaged foods 
per companies may suffer a loss of volume or be compelled 
ngth to lower prices—perhaps both. General Foods, however, 
“atte may well do better than the average company in this 
alli group. The company’s inventories have been substan- 
poe tially written down; new products are being pushed and 
wes resources for continued sales promotion are ample; and 
he the wide diversity of output should provide a stabilizing 
ddi- factor. Company’s sales in the first quarter were less 
ii than 3 per cent under first quarter volume a year ago 
sai and earnings of 64 cents a share for the common stock 
rie compared with 78 cents shown in the first three months 
is of 1937. The recent sale of 150,000 shares of $4.50 pre- 
~ ferred stock, to provide working capital and liquidate 
bank loans, will not materially reduce the equity for the 
™s common shares. 
ait Another company in the packaged foods division 
of which has in the past shown, and should continue to 
2 show, better than average stability of earnings is Beech- 
we Nut Packing. The company’s line of products comprises 
oe a wide variety of foods and confectionery items, includ- 
rie ing hams and bacon, coffee, crackers, jellies and chewing 
ae gum. In recent years particularly, chewing gum has 
4 contributed importantly both to the volume and stability 
d. of earnings. Modestly capitalized and financially strong, 
" the company is well able to pursue a generous dividend 
7 policy and the shares may be credited with well founded 
investinent character. 
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Several companies marketing a specialty line of pack- 
aged foods should continue to report fairly good earnings. 
These include Mead Johnson & Co., specializing in in- 
fant foods, Cream of Wheat, marketing a single item, 
a well known breakfast food, and Hershey Chocolate. 
All of these companies, while not immune from the 
effects of reduced consumer buying power, have shown 
excellent earnings in the past under adverse conditions, 
and this year may be able largely to offset a lower sales 
volume by the lower prices for their principal raw ma- 
terials. Standard Brands, on the other hand, is faced 
with a somewhat doubtful earnings prospect over the 
next six months, at least. Although products include a 
line of food products, such as coffee, tea, gelatine and 
baking powder, Fleischmann’s yeast accounts for the 
major portion of sales and earnings. Prices of yeast were 
lowered in February, presaging reduced profit margins 
on this product. Earnings were off in the first quarter 
and common dividends have been lowered to 15 cents 
quarterly. A strong financial position offers assurance 
and present dividends appear secure, but the junior 
shares are without inducements to purchase at this time. 

Although the baking division of the food industry 
this year will be favored by lower raw material costs, 
principally flour and sugar, it is doubtful whether this 
advantage will offset fully the unfavorable implica- 
tions of curtailed consumer (Please turn to page 188) 
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Barometric Qualities 


of Market Volume 


Average Daily Transactions Assist in 


Appraising Major Trend Reversals 


BY FREDERICK k. DODGE 


. 

sii oral and written comments have recently 
emphasized the correlation of low volume characteristics 
with a termination of the bear market, and inevitably 
the conclusion is reached that a protracted period of 
dullness is necessary before the cycle reverses to inaugu- 
rate another major bull movement. 

It must be granted there is a definite relationship 
between low volume and bear market finales, but the 
hitherto unsolvable problem is the amount of relative 
low volume required to afford a buyer some assurance 
of an approaching turning point. 

On the other hand, many markets in the past have 
reached their low points in volume almost simultaneously 
with the ensuing upturn. One only has to recall 1932, 
when volume reached its nadir in May, June and July. 
Monthly volume averaged approximately 23,000,000 
shares during this period with a sharp market decline in 
May and a sharp rally in July. Both the industrial and 
rail averages touched their low points of the depression 
on July 8, 1932, with volume increasing steadily after 
the low points were reached. Consequently, there are 
grounds for disagreement with the statement that a 
protracted period of dullness is a prerequisite before 
the turn. 


Typical Bear Market Conditions 


Throughout the downward movement in any bear 
market prices continued to fade while the individual 
stocks adjust their value to current aad prospective 
business conditions. Each dividend reduction or omis- 
sion requires a reappraisal which usually brings lower 
prices. This is accompanied by increasing volume on 
declines and decreasing volume on rallies. Finally, with 
business practically dormant, necessitous liquidation of 
over-extended accounts is practically completed to bring 
volume to a low ebb. At tnis stage bank balances are 
depleted and, with prevailing news of a highly unfavor- 
able nature, those investors with funds have little in- 
centive to enter the market even for longer term possi- 
bilities. The resultant stalemate provides a basis for 
the characteristic opinion that new conditions have 


158 





arisen which will prove insurmountable to returning 
prosperity. 

Typical sentiment is best expressed by this happen- 
ing in 1921. The rail stocks reached the lows for the 
bear market in June while the industrials probed the 
depths in late August of the same year. Just four days 
before the rails reversed their bear trend on June 16, 
this statement appeared in a financial editorial: “The 
grimmest bear argument today is Congress. For all it 
cares. the railroads may totter over the brink of bank- 
ruptcy, so far as 99 per cent of them are concerned, in 
the next few months or even weeks. The necessity for 
tax revision is desperate and Congress is fooling away 
its time on plans to spend more money—a veritable 
arteriotomy on the taxpayers’ life-blood, like the soldiers’ 
bonus and the $500,000,000 appropriation for battleships 
which may be obsolete before they are launched.” 


A mere $500,000,000 sounds like chicken-feed today, | 








but it loomed as large in 1921 as the billions now being | 


appropriated by an indulgent Congress in 1938. There 
appeared to be little hope for recovery at that point in 
1921, but 99 per cent of the rails did not go into bank- 


ruptcy—on the contrary they enjoyed one of their 
greatest periods of prosperity in the next decade. The 


most important fact is that volume saw its extreme low 
of this bear movement one month later in July, when 
the daily average for the month totaled 410,000 shares. 
A distinct similarity of conditions exists today and rela- 
tive volume indications also compare favorably. 


Relative Volume an Appraisal Factor 


It is easy to say that low volume is an indication of a 
bear market termination; but when does volume reach 
its low point? One approach to this problem can be 
made by setting up a yardstick using comparative vol- 
ume at the bull market highs and bear market lows of 
previous major cycles, as shown in the accompanying 
graph. Industrial and rail groups have not always re- 
versed their cyclical trends simultaneously in the past 
and as industrial improvement should be a forerunner 
of increasing rail traffic and earnings industrial averages 
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have been used to portray the hills and valleys of pros- 
perity and depression. 

Going back to the turn of the century, peak volume 
(1,812,006 shares daily) occurred during the month of 
April, 1901, and the bull market topped out two months 
later. In the subsequent Dear market, terminating in 
November, 1903, a forerunner of a reversal of trend can 
now be seen in the low daily average volume for the 
month of September (436,000 shares daily), approxi- 
mately 24 per cent of the high daily average on the 
previous top. 

In the next cycle, peak and ebb volume took place in 
the same months in which the trend reversals took place 
and at the 1907 lows, the total daily average trading 
for November (440,000 shares) was approximately 29 
per cent of the high volume (1,489,000 shares) in Jan- 
uary, 1906. This was purely a money panic but the 
unalterable course of volume followed almost exactly the 
same path of 1903 when the railroad schemers wreaked 
havoc with security values. 

After the peak in November, 1909, with volume at 
946,000 shares daily in August of the same year, the 
following major recession did not terminate until Sep- 
tember, 1911, and in this case low volume, 218,000 shares 
daily, preceded the turn by two months. The compara- 
tive volume at the low point as against the previous high 
was 25 per cent. 

It is interesting to note that the actual totals of daily 
volume by months have varied widely at the tops and 
bottoms of the three cycles covered thus far, but the 
percentage low volume versus the high has remained 
relatively constant. 

World war irregularities distorted the market in many 
ways but in the two depessions ending in December, 
1914, and December, 1917, the comparative volume at 
the lows only increased slightly to 30 per cent and 35 per 
cent respectively. 








When the frenzied speculation in war babies reached 
its peak in November, 1919, the industrial averages 
were at an all time peak to date and volume climaxed a 
month earlier at 1,450,000 shares daily. From Novem- 
ber on, a steady destruction of values took place until 
volume decreased sharply in July, 1921, when the com- 
parative amount of trading (410,000 shares daily) was 
at the rate of only 28 per cent of that in October, 1919. 
Disregarding the war years it begins to look as if a yard- 
stick of importance has been developed in that when 
daily volume by months holds below 30 per cent of the 
previous peak trading it is only a question of days or 
weeks before a turn in the tide can be observed. 


A Notable Exception 


As is usually the case, there is always an exception to 
any rule. The volume characteristics in the following 
cycle went contrary to precedent, due principally to the 
fact that the bull movement did not get entirely under 
way. Daily volume at the top in 1922 was only 
1,106,000 shares daily and the decline in 1923 found 
comparative volume at the low approximating 49 per 
cent of the peak trading. The depression volume in this 
case was not materially greater than that in the previous 
two depressions but public interest did not materialize 
in the upward swing of the cycle in sufficient quantity 
to make the yardstick of value. In fact, the whole cycle 
had none of the typical aspects of a major bull and bear 
movement. 

“As ye sow so shall ye reap” was never more appro- 
priate than in the 1929-32 decline since the unheard-of 
speculation brought about a peak in daily average trad- 
ing of 3,540,000 shares in August, 1929. The following 
collapse was something few people like to remember 
since the terrific credit and industrial expansion required 
a more severe deflation than in (Please turn to page 191) 
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You and Your Broker 


How to Interpret New Condition Statements 


BY F.C. CRAWFORD 


a of Stock Exchange houses now have the 
opportunity of learning for theniselves just how their 
brokers are situated. It has been the practice for some 
time to require detailed financial statements at least 
twice a year from all firms carrying margin accounts for 
customers, and at least once a year from all other firms 
which are holding securities in custody for customers. 
This information, however, has been held strictly con- 
fidential by the Stock Exchange—a secret even from the 
clients whose cash or securities are directly involved. 
Now, along with general revision of Exchange methods, 
and hastened by the Whitney failure, have come several 
developments which should put an end to customer 
ignorance on such a vital matter. 

First—Questionnaires requiring complete fiscal in- 
formation will be sent to all firms, regardless of type of 
business. 

Second—This information must be disclosed to any 
customer, upon his request to examine the firm’s most 
recent questionnaire. The customer is not privileged, 
however, to make written transcripts from this question- 
naire, otherwise this quasi-confidential information might 
become public property. 

Third—Condensed statements giving a summary of 
the most important figures disclosed by the question- 
naire may be furnished to customers. 

The whole question of publicity for member firms’ 
condition statements is at present in an embryonic stage 
of development, and actual practice in the matter varies 
widely among different houses. Some print the con- 
densed statement and distribute it quarterly among all 
customers, while others prepare no condensed statement 
and merely open the latest questionnaire for inspection 
upon request of a customer. In between these two 
extremes are all shades of practice. The manner of 
handling the condensed statement is entirely optional 
with the firm: only its form, if prepared, is prescribed 
by the Exchange. Time will bring greater uniformity 
as to distribution, and a more informing arrangement of 
subject matter, in this matter of brokers’ condition 
statements. 

Brokerage accounting involves two more or less dis- 
tinct systems of double entry bookkeeping—one for 


securities, the other for cash and other assets and liabili- ¢ 


ties. In a rudimentary form, these two systems appear 
in the monthly statement sent to customers, wherein 
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are presented a cash balance and a balance of securities 
in which the customer has commitments. Both appear 
in the questionnaire; but data for striking a balance of 
securities are omitted from the condensed statement. 

As a prerequisite to analyzing the condensed state- 
ment it is necessary to know the meaning of certain 
technical terms and phrases appearing therein; but let 
us explain first that the figures entered in the accom- 
panying facsimile are all expressed in thousands of 
dollars, i.e., 000s are omitted. 

The StaTEMENT oF ASSETS AND LIABILITIES AND NET 





BLANK & CO. 
Condensed Statement 
March 31, 1938 
Assets, Liabilities and Net Worth 











($1,000) 
Total Current Assets (See schedule appended)........ $11,560 
Total Current Liabilities (See schedule appended)........ 8,610 
Net Current Assets or Working Capital $ 2,950 
Add Other Assets: 
Memberships in exchanges at market value....... $200 
Unsecured receivables and deficits deemed ultimately 
collectible ome ; a 30 
Other (Real estate, furniture, etc.) 20 
ee. ae ... $250 
Deduct Other Liabilities: 
Mortgages on land and buildings None 
Total Other Liabilities None 
Net of other assets and other liabilities............... $ 250 
Ot PRMER: SiGuis wear aku a weet euiiesekeusneees $ 3,200 


The firm has contingent liabilities as follows: 
When-issued contracts for account of customers, $1 


NOTE: 
composition of any of the above figures may examine the most recent 
answer to the financial questionnaire of the New York Stock Exchange. 


Any customer desiring more detailed information as to the 
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Schedule Showing Current Assets 


Cash in banks and on hand, commodity margin, clearing fund, 


"mark to market'' and similar deposits .................. $ 2,200 
Receivable from correspondents, or other brokers or dealers on 
open accounts, “stock borrowed," “failed to deliver and 
RNA SOIOR PIONS odio 2 soo ooo G bak eke ses wes 1,100 
Receivable from customers who, in each case, have with u 
securities of a market value equal to or greater than the 
BROUT SOWIE she sities Sas soeisoces ig ieee URy ER ake 8,000 
Market value of securities, ‘spot'’ commodities, etc., held for: 
Re) praRUMCCOMNIS Dacre caccns sis aat ser = None 
(b) Partners’ individual accounts .................. 200 
{c) Customers’ account in deficit: 2. ......:.6.0000...% 50 
(The aggregate market value of securities or commodities, of 
which securities and commodities the market value in each 
particular instance exceeds 10% of the total of Items (a), 
(b) and (c), is $50.) 
Miscellaneous current assets such as floor brokerage receivable, 
PONE SMMINEIS Nay Ain ET murda Ceccielamwe eS als <8 See SS 10 
WOT asME ORE INBBOE: 50.0004 550016 0900 08:4 800 Oe $11,560 





Wortu is practically self explanatory; except for the 
memorandum on “contingent liabilities,” which includes 
such non-ledger items as total committments of cus- 
tomers, firm and partners in “when issued” contracts, 
accommodation endorsements, endorsements of puts and 
calls, rediscounted notes, and participation in any propo- 
sition subject to future demands. Usually the total of 
such items is small ($1,000 in the accompanying illus- 
tration) . 

It will be noted that most of a firm’s capital is in the 
highly liquid form of cash and securities. 

Collectible receivables are always small; since receiv- 
ables not collectible are promptly charged off against 
working capital; but it would be interesting to know 
the annual volume of such charge-offs. 


Current Assets 


Cash in banks and on hand includes cash belonging to 
customers, the firm and partners. Commodity margin 
covers separate deposits by the firm to guarantee com- 
modity accounts. “Mark to market,” usually a small 
item, is generally money deposited by the firm to guar- 
antee the fulfillment of when issued contracts; but, in 
some instances, may also include additional deposits to 
cover a price advance in stock borrowed. The clearing 
fund is money deposited with stock clearing corporations 
to be used in settling deliveries of stocks cleared through 
the clearing house. The amount is based upon the 
volume of the firm’s average daily clearance. 

When a firm borrows stock it loans an equivalent 
amount of cash to the stock lender: hence the item 
“stock borrowed.” Stock bought is usually received and 
paid for on the second day. If the firm “fails to deliver” 
the stock promptly, the purchasing broker withholds 
payment pending delivery. 

Receivable from customers simply means the total 
debit balance of customers for long stock carried on 
margin. The New York Stock Exchange has a rule that 
a firm’s working capital must be at least 5 per cent to 
\0 per cent (according to circumstances) of customers’ 
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debit balances. For purposes of computing this ratio, 
30 per cent of (a), (b), and (c) below is deducted from 
working capital. In the accompanying illustrative state- 
ment the ratio is nearly 36 per cent. 

Under current assets, the market value of securities 
and spot commodities held by the firm, partners and 
customers in deficit (a), (b), (c) is reported, since all 
such assets belong to creditors in event of insolvency. 
Cash balances in such accounts are therefore lumped with 
the firm’s working capital. The rather involved memo- 
randum following that paragraph simply foots up the 
total of each issue which exceeds in market value ten per 
cent of the sum of (a), (b) and (c). Its purpose is to 
show the amount of diversification. It is the one item 
which might have scented the approaching Whitney 
crisis. 


Current Liabilities 


From the first item among current liabilities it will 
be noted that the firm has borrowed $3,200,000 on securi- 
ties held by customers, the firms and partners. This is 
permissible with consent of the owners, and accounts for 
part of the $8,000,000 which the firm had loaned to cus- 
tomers (Receivable from customers, under CuRRENT 
Assets). An additional $2,950,000 was supplied from 
the firm’s working capital, leaving $1,850,000 to be sup- 
plied from the $2,800,000 of free credit balances carried 
with the firm by other customers. Some conservative 
firms segregate their customers’ free credit balance in 
separate banks; but there are no laws nor Stock 
Exchange regulations to prevent a firm from utilizing a 
customer’s cash as part of its own working capital when 
making loans to other customers to carry long stock on 
margin. 

Of course, it seems at first sight a little strange that 
the firm should collect interest from one group of cus- 
tomers on money loaned by another group of customers 
and not pass the income along to the customers whose 
money is loaned; but laws are such that, in most 
instances, a broker is prohibited from paying interest on 
customers’ deposits. 

“Stock loaned” and “failed to receive” are just the 
reverse of items “stock (Please turn to page 186) 





Schedule Showing Current Liabilities 


Money borrowed . : . $3,200 


Payable to correspondents or other brokers or dealers, on open 
accounts, ''stock loaned,'’ "failed to receive" and similar open 


DRE ses tal 5 > S503 a ath nS “dh on beds ta a aot are asteGaenee 400 


Payable to customers for credit balances: 





(a) Total free credit balances vcd cidcwias ive ec ae 2,800 
(b) Total credit balances in short accounts liquidating to an 
BAUS sre it eine Moca a dn pobakeaeashenasaaae 2,000 
(c) Totai equities in commodity accounts........ 5 tive 100 
Market value of securities short for: 
(a) Firm accounts ......00 0.0000 e cece cece eee ee ee .. None 
(b) Partners’ individual accounts .................4. 10 
(c) Customers’ accounts in deficit .................... ‘ None 
Miscellaneous current liabilities such as drafts, dividends, com- 
missions payable, etc. 5.0.0.2... oo eee e ee 100 
Total Current Liabilities ...................... $8,610 
16) 

















ALLIED CHEMICAL & DYE CO. 








Stalwart in 


Depression= 


Leader in a Boom 


BY CYRUS ¢ 


cia spoken of as a mystery stock and a “dark 
horse” because of its policy of corporate secretiveness, 
Allied Chemical is nevertheless conceded to possess most 
of the qualities of a thoroughbred. Its sprinting ability 
in the good years when earnings of eleven or twelve 
dollars a share are easily rolled up is balanced by its 
staying powers as demonstrated during the last depres- 
sion, when dividends continued unmodified and _ profits 
never vanished. There have been suggestions that an 
injection of young blood would help creaky joints, that 
Allied has put on weight and lost some of the keen 
edge needed for present-day competition, but on record 
and current form these criticisms have yet to be proven 
valid. 

Most of the mystery has been concentrated in the 
actual operating figures, that is to say, volume of sales, 
profit margins and so forth, and more particularly in the 


r. V. WHITE 


investments the company has made from time to time. 
Reports to the S. E. C. and the New York Stock 
Exchange have thrown considerable light on the invest- 
ment portfolio, as will be seen later, but even in a ret- 
icent industry, this company stands out for the paucity 
of information available concerning its plants and prod- 
ucts. General Motors summed up its 1937 developments 
in a 79-page report to stockholders; Allied Chemical 
gave more data than ever before (in addition to a bal- 
ance sheet and an all too terse income statement) in a 
total of 360 words. 

What there was of it made good reading for stock- 
holders, though, and that is the important point. Vol- 
ume of business was at a new record. Compared with 
1929, prices to consumers of heavy chemicals, alkalis. 
and nitrogen products averaged about 24 per cent lower, 
taxes about 60 per cent higher, hourly wage rates at 

the end of the year about 20 per cent 











higher, yet net income was only 18 per 
cent lower. As it happened, net income 
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of $11.19 per share was below the $11.44 
earned in 1936, but solely because of the 
sudden drop in the last few months of 
1937. With any sort of normal conclu- 
sion to the year, there can be little doubt 
that earnings would have exceeded the 
$30,200,000 peak set in the last boom. 

Allied Chemical was born gargantuan, 
a merger in 1920 of a number of com- 
panies each important in its own right. 
These constituent enterprises have re- 
tained enough of their original form so 
that by examining their individual ac- 
tivities a good idea of the parent com- 
pany’s position in its industry can be 
gained. 

The Solvay Process Co. has been the 
largest contributor to net income, re- 
sponsible according to some estimates 
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for about two-fifths of Allied Chemical 
























earnings, and for about one-third of 
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total domestic sales of alkalis. Its soda ash, caustic soda, 
and other sodium compounds are used by a wide variety 
of industries, with glass, soap, and chemical processing 
in the forefront. Gains in use over the last few years 
have been relatively greatest among the paper and rayon 
makers. A new plant in the Gulf region provides a stake 
in what may prove to be the coming section of the 
country, particularly in the manufacture of such essen- 
tials as paper. 

Grouped among the activities of the Solvay Process 
Co. and one of the unknown quantities in the picture is 
the relatively new $50,000,000 plant at Hopewell, Vir- 
ginia, for the fixation of atmospheric nitrogen and for 
the production of chlorine from salt by a new process. 
Guesses on the capacity of this plant are profitless, but 
the fact that the capacity can hardly have been 
approached as yet opens up possibilities of enormous 
size but indefinite value. 

The General Chemical Co., perhaps half as important 
in earning power as the Solvay Process Co., is a producer 
of heavy chemicals in general and of sulphuric acid in 
particular. This basic acid has a use in almost every 
modern industry. Prophesies have been made that it 
would some day be supplanted by this or that substitute, 
but sulphuric acid consumption remains a prime index 
of manufacturing activity. 

The Barrett Co. is about equally important in its 
contribution to parent company profits. Its specialty, 
in which it is the domestic leader, is the distribution of 
coal-tar products to other chemical intermediates, as 
well as such products as road and roofing materials. 

The National Aniline & Dye Co. is duPont’s chief 
competitor in the field of dyes and pharmaceuticals, 
while the Semet-Solvay Co. is interested in the installa- 
tion of by-product coke ovens. Between them, these two 
companies account for less earnings than any one of the 
other divisions, but they round out the company’s cov- 
erage of the industry and help to give it its place as one 
of the largest and most thoroughly diversified of the 
chemicals. 

When the merger was consummated in 1920 the book 
value of plant and equipment, net, was $86,858,000. 
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One of the General Chemical Co.'s biggest plants, located at Marcus Hook, Pa., and serving the great industrial region along 
the Delaware. National Aniline and Dye plant on the right. 


Today, the property account after depreciation amounts 
to $78,147,000. Between the two dates millions of 
dollars have been spent on improvements, $50,000,000 on 
the Hopewell plant alone, for example, and $10,900,000 
in 1937, but the books are so conservatively handled that 
they fail to show any part of the progress in this respect. 

Because of depreciation charges which have correctly 
been described as ruthless and because of the consistent 
operating profits shown, the company has always been 
a rich one, with the problem of investing a portion of 
its funds where they would do the most good. As a 
purchaser of U. S. Steel’s by-product ammonium sul- 
phate, or a supplier of soda ash to Owens-Illinois Glass. 
or a consumer of Texas Gulf Sulphur’s product, there 
would be logical use for surplus funds in the purchase 
of stocks of such companies. In addition to the friendly 
relations to be insured, there was the possibility that the 
investments would be very profitable, as some have 
actually been. Rumors were accordingly in constant 
circulation some years back as to the latest blocks of 
stock acquired or to be acquired by the company. 

Furthermore, it was known that among the current 
assets was carried a block of the company’s own stock, 
on which it paid dividends to itself. It is obvious that 
the value of current assets is potentially the greatest 
when everything else in the situation is apparently 
headed for ruin. If an enterprise reaches the point 
where its credit is shaky and its cash going, then its 
common stock in the treasury is a poor sort of liquid 
asset because it will be falling precipitately in response 
to the very circumstances which create the need for 
selling it. The fact that Allied Chemical seemed un- 
likely ever to reach such a point was secondary to the 
bad precedent set, and the situation caused considerable 
criticism before it was corrected. 

Even worse was the practice of including among net 
income the dividends paid by the company on its own 
holdings of treasury stock. The dangers of the practice 
may be brought out by making use of a purely hypo- 
thetical example. Suppose a corporation capitalized with 
1,000,000 shares of common stock were to own 200,000 
shares of the issue. Profits (Please turn to page 187) 

















Chrysler Surprises 


Chrysler sprung a double-barreled 
surprise when, coincident with its 
first quarter earnings report, the 
company declared a dividend of 50 
cents. Last February, it will be re- 
called, no action was taken on the 
payment of dividends. The report 
itself for the first quarter was much 
better than had been generally ex- 
pected. Notwithstanding a decline 
ot 52 per cent in the volume of busi- 
ness, a net profit of $2,109,969, equal 
to 48 cents a share, was shown. In 
the same period a year ago net 
amounted to $10,914,302, or $2.51 a 
share. The showing this year, how- 
ever, was augmented by a profit of 
$862,314 derived from the sale of 
securities, presumably the com- 
pany’s Commercial 


holdings of 





For Profit and Income 





Credit common stock. The report 
revealed excellent progress in bring- 
ing operating expenses under control 
and administrative and general ex- 
penses were nearly 29 per cent under 
the first quarter level a year ago. 
Particularly significant was a reduc- 
tion in depreciation and amortiza- 
tion charges from $6,403,716 in the 
first quarter of 1937 to $2,740,949 
this year. It is probable that these 
write-offs last year were unusually 
generous and the lower figure this 
year would, in any event, be justi- 
fied by the smaller outlays for tools 
and dies chargeable to 1938 models. 
Current assets at the end of last 
March totaled $119,435,774 and in- 
cluded more than $62,000,000 in 
cash and nearly $2,000,000 in mar- 
ketable securities. while current lia- 
bilities were $40,323,340. 





Gendreau 


Demand for used cars has slumped along with new car sales. Stocks are large 
and means are again being sought to correct the situation. 
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Auto Sales Lag 


Although retail sales of new pas- 
senger automobiles increased some 
60 per cent in March, this was the 
first gain in nine months and total 
sales for the first quarter were only 
about half the volume of a year ago. 
Dealers’ stocks of new cars on 
April 1 totaled about 375,000 units, 
sufficient for two months’ supplies 
on the basis of recent sales. Used 
car inventories continue to present 
an acute problem. Total used 
cars, including trucks and com- 
mercial vehicles, were estimated 
at 625,000 units as of April 1, last. 
With the peak of seasonal de- 
mand waning, the leading manu- 
facturers are again devoting atten- 
tion to some means of stimulating 
used car sales. 


Cans vs. Bottles 


With the season of heaviest con- 
sumption of packaged beer close at 
hand, bottle makers and tin contain- 
er companies are already engaged 
in their perennial competitive battle. 
It appears that the first round has 
been won by the cans. For reasons 
not known, the New York State 
Liquor Authority has recently or- 
dered that consumers pay 2 cents 
deposit on 12-ounce bottles of beer. 
Previously the deposit had been 1 


cent. There is no deposit on cans. 
Beer in cans sells for 10 cents 


straight, while beer in bottles re- 
tailed at three for 25 cents plus 3 
cents deposit. With the increase in 
the deposit, beer in bottles, in lots 
of three, will cost a penny more than 
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the same quantity of 
canned beer. If the cus- 
tomer returns the bottles, 
his purchase will cost him 
no more than before, but 
with the initial outlay 
jightly im favor of the 
canned product, many con- 
sumers will probably buy 
their beer in cans and fore- 
go the bother of returning 
the empty bottles. It is 
understood that efforts are 
being made to increase the 
bottle deposit in other 
states, although the can 
companies deny emphatic- 
ally that they have had 
anything to do with them. 
However, anything which 
would have the effect of 








Developments in Companies Recently Discussed 


Allegheny Steel and Ludium Steel . . . Com- 
panies are planning to merge and the 
details may be available to stockholders 
by the time this reaches print. Such a 
merger would be logical, resulting in a 
single company producing a fairly well 
rounded line of light and specialty steel 
products. Both companies are well estab- 
lished in different divisions of the steel 
industry and duplication of products is 
less than 5%. 


Curtiss-Wright .. . Earnings in the first quar- 
ter of this year were the largest for any 
three months period in the company’s 
history. Net profit of $733,910 was equal 


dends this year. The regular quarterly 
dividend of $1, payable June 15, will be 
accompanied by an extra of 50 cents. 


Philip Morris . . . Company has filed a regis- 
tration statement with the S E C covering 
77,873 shares of convertible preferred 
stock. Warzants will be issued to common 
stockholders entitling them to subscribe 
for 3/20ths of a share of new preferred 
for each share of common held. 


Sun Oil . . . Company's shipbuilding subsidi- 
ary was awarded coniract by Federal! 
Maritime commission for the construction 
of four Diesel vessels, involving a total 
cost of $8,300,000. 








stimulating the sale of beer 
in cans promises to benefit 
American Can, which is the 
largest supplier of beer 
cans. Continental Can, 
while also making beer 
cans, is more vitally in- 
terested in the fruit and 
vegetable pack, which at 


stock, 


American Chicle . . 
few in a position to declare extra divi- 


to 63 cents a share for the class A stock. 
In the first quarter of 1937, net of $269,251 
was equal to 23 cents a share for the A 


. Company is one of the 


American Bank Note . . 
security financing promises to reverse the 
recent trend in company's earnings. First 
quarter results showed a loss of $28,572, 
as compared with a profit of some $240,000 


in the same months a year ago. 


. Rising tide of new 





this time promises to be 
materially lower than last year. 





Public Utilities and the 
Equipment Suppliers 


Contributing to the recent market 
strength in utility issues, is the pos- 
sibility that after several years of 
bitter strife, the public utility in- 
dustry, the Government and the 
SEC may achieve a basis of rap- 
prochement which will permit the 
industry to plan for the future with 
some measure of freedom from the 
threat of punitive legislation and 
Government competition. While it 
is true that with power consump- 
tion off from the peak levels of last 
year, and trending downward, the 
necessity for the construction of ad- 
ditional power facilities is less urg- 
ent, it is virtually certain that the 
purchase of much needed equipment 
has been withheld. If the industry 
is encouraged to expand its pur- 
chases, a potent contribution to 
business would result. Particularly 
favored would be the large manu- 
facturers of generating and _ trans- 
mission equipment — General Elec- 
tric, Westinghouse and Allis-Chal- 
mers. General Cable and Anaconda 
Wire would also share prominently. 


MAY 21, 1938 


It is within the realm of possibilities 
that the utility and electrical equip- 
ment companies may be well in the 
van of the next upward cycle in 
business. 





Investment and Speculative 
Opportunities in Preferreds 


It may be timely to recali that in 
1933 and 1934 some of the most 
substantial price gains were regis- 
tered by preferred stocks and it is 
readily conceivable that this group 
will repeat their former market per- 
formance in the months ahead. 
Among issues which appear particu- 
larly attractive for income are Col- 
gate-Palmolive-Peet 6% preferred, 
recently quoted at 85; North Amer- 
ican Edison 6% preferred at 91 and 
Radio Corp. 342% convertible pre- 
ferred at 51. Holland Furnace 5% 
preferred and Food Machinery 
414% preferred selling recently at 
101 and 91, respectively, embody 
potentially profitable convertible 
features. Among preferred issues 
which have accumulated back divi- 
dends, American Power & Light 6% 
preferred at 33, General Cable 7% 
preferred at 48 and Continental 
Baking 8% preferred at 83 would 


appear to possess well defined spec- 
ulative merit. 


Common Stockholders the 
Sole Owners 


Swings in the prosperity cycle 
bring radical changes in the desir- 
ability of leverage in capital struc- 
tures. When profits are on the in- 
crease the issues which represent a 
claim on marginal earnings power 
are the logical favorites. Common 
stock preceded by a large funded 
debt, by one or two preferred issues. 
and possibly by some Class A as 
well, comes into its own during such 
periods. Falling profits turn atten- 
tion to the opposite type, those equi- 
ties which enjoy undivided owner- 
ship of assets and whatever earning 
power can be preserved. When a 
capitalization consisting solely of 
common stock is joined to a business 
which is more or less depression 
proof, as in the case of American 
Chicle, for example, the resultant 
market stability of the issue is not 
surprising. Even companies in such 
volatile fields as are Kennecott Cop- 
per and Chrysler Motors have a 
distinct advantage in the lack of 

(Please turn to page 190) 








Stocks Which Have Done 
Better Than 


Strength on Rally 


the Averages 


and Reaction May 


Mean Large Gains When Trend Turns 


BY EDWIN 


i. it were possible to look back at the market averages 
over the past seven months from a completely detached 
viewpoint, as if they were the record of the Paris Bourse 
or the Bombay Stock Exchange, little of an encouraging 
nature would be visible. THe MaGazine or WALL STREET 
Average of 330 Common Stocks made a low at 60 in 
October, broke that in the following month and again 
at the turn of the vear, then fell to a point below 45 at 
the end of March. The October lows were made in 
circumstances approaching the panic stage, with margin 
sales disrupting trading and with a heavy turnover indi- 
cating that the selling was hasty and likely to be over- 
done. Nevertheless, the “climax” lows were later ex- 
ceeded by successively wider margins, the last dip repre- 
senting a decline of over 25 per cent from the October 
bottoms. 

Confirming these indications that liquidation had not 
been completed were the halts in the rallies, each one 
stopping short of its predecessor. The additional evi- 
dence of the bond market and commodity prices over 
the same period are not needed to be able to decide in 
retrospect that the drop in business activity and profits 
had not been completely discounted until March, if then. 

Not all companies felt the impact of the business 
slump equally, however; not all stocks encountered 
continuing liquidation after the lows of last year were 
established. Two lists of those issues which have re- 
fused to follow the market downward below its 1937 
nadir are presented herewith. Although no attempt has 
been made to include all the stocks falling within such a 
category, it has been possible to diversify the lists both 
as to industry and as to investment quality and yield. 
The one outstanding exception to the trend in general 
business activity and in the stock market has of course 
been the aviation group. Otherwise, the cause of the 
promising market action must be sought within each 
particular situation. 

Several of the stocks in the “Investment” list pene- 
trated to new lows this year, but by such narrow margins 
that their performance in comparison with the averages 
must be considered excellent. None of the “Speculative” 
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issues have broken their former lows, and the majority 
have held far above them on a percentage basis. 

Among the reasons contributing to better-than-average 
resistance to the bear market are the following: 

1. Realization that certain companies will continue 
to do well in any minor depression and that their prices 
have discounted the slump rather fully. American Chicle 
or Coca-Cola would be examples. 

2. An oversold condition during the 1937 break 
arising from concentrated selling or because a down- 
trend continuing over a great many months reached its 
culmination ahead of the lows in the market as a whole. 
American Can and American Bank Note are examples. 

3. The existence of a long-term uptrend apparently 
not to be reversed by the present depression. Inter- 
national Nickel comes to mind. 

4. Special advantages of the type enjoyed by the 
aircraft manufacturers. 

5. Favorable developments in the line of earnings or 
prospects not fully expected and appreciated last fall. 





Investment Issues Doing Better Than the 


Market 

1937 1938 low Recent 

low (to date) Price 
American Chicle.... 90 8814 107 
American Can..... 69 70%, 87 
American Tobacco B. 58%, 58%, 71 
Beech-Nut Packing. . 905, 94% 100 
Cones. 2.25... 93%, 1051, 134 
Corn Products Refining 501% 53 63 
Dow Chemical....... 79% 87% 105 
International Nickel. . 37 36% 46 
Philip Morris... ... 65 75%, 91 
Sterling Products. . 53% 49 61 
United Fruit..... 52 50 64 
Woolworth...... 34 36 43 
te RECT LEE OEE LR Eee ; 581, 611%, 68 
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Corn Products and Plymouth Oil both earned more in 
the first quarter of 1938 than a year ago. 

There can obviously be no assurance that any of these 
sues Will continue indefinitely to stand firm against a 
declining market. Nor can there be more than a proba- 
bility that their rise from this point will be sustained 
and vigorous even if we are now at the end of the bear 
market. From past experience, however, it can be pre- 
dicted that at least some of them will outstrip a rise 
fom here on. and some will resist declines more stub- 
bornly than the averages. Within groups such as these 
are frequently to be found the stocks which will make 
the most profitable or the least damaging commitments 
over the next few months. 

A number of individual issues are discussed below. 


American Bank Note Co. 


The halt in the demand for stock and bond certificates 
in the domestic capital markets has been accompanied 
by an equally disappointing lag in American Bank 
Note’s foreign business. Earnings have been in a decline 
since 1936, when the stock reached a high of 551%, and 
have continued unsatisfactory into the first quarter of 
the present year, when a small loss was reported. 

A strong balance sheet lends assurance that the com- 
pany will be in position to take advantage of a change 
in financing activity when it comes. Current assets on 
March 31 amounted to $8,222,538, of which $4,204,069 
was in cash and $1,800,325 in marketable securities. 
Current liabilities totaled $1,390,467, leaving net work- 
ing capital of $6,831,891. There are 89,913 shares of 
6 per cent preferred stock, $50 par, outstanding, the only 
obligation ahead of the 652,773 shares of $10 par common. 

Always a conservative company and formerly an 
excellent earner, American Bank Note has been paying 
25-cent quarterly dividends on its common. stock. 
The present rate of earnings, however, gives no assur- 
ance that dividends will be continued, and the stock 
must be considered a speculation on a revival in security 
flotations and foreign currency demands. Having been 
in a long-term downtrend long before the market in 
general felt the effects of the business slump, this issue 
made its low at 10 last vear, touched it again several 
weeks ago, and has since shown very interesting technical 
strength. 


Sperry Corp. 


As a maker of various types of equipment for the 
navigation of ships and the control of naval gunnery, 
Sperry Corp. is a prominent beneficiary of the govern- 
ment’s programs for enlarging the Navy and the mer- 
chant fleet. In addition, and more directly in the lime- 
light at the moment, there are the many applications 
of the company’s products in both military and com- 
mercial aviation. Unfilled orders have held at high levels 
for many months, despite the fact that production facili- 
ties have been greatly expanded and floor space doubled 
in the five years since the company was formed. Profits 
over the medium term seem likely to be limited mainly by 
the ability to handle the increasing volume of business. 

Earnings in 1937 were equal to $1.46 per share on the 
2.015.565 shares of common stock outstanding, as com- 
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pared with $1.32 per share on a slightly smaller capitali- 
zation in the previous year. Since over 50 cents per 
share of the 1936 earnings resulted from a profit on the 
sale of securities, the gain shown last year was a very 
respectable one. 

Despite the continuance of favorable operating results 
and the existence of a strong working capital position, 
the stock broke last fall to 10, against a low of 15% 
in 1936. Since then, recovery has been large and the 
stock has held steadier than the general market through- 
out the first four months of 1938. It is currently close 
to its high for the year and not far below the peak of 
233, set in 1937 and that of 2414 set in 1936. 

A more detailed discussion of this company can be 
found on page 506 of the January 29th issue of THE 
MaGazine oF WALL STREET. 


Climax Molybdenum Co. 


The capacity of this company’s mine at Climax, 
Colorado, was rated at 20,000,000 pounds annually until 
about a year ago, when plans were completed to expand 
the potential output to 25,000,000 pounds. Actual pro- 
duction in 1937 was 22,000,000 pounds, indicating that 
the plans had been carried out, and in the first two 
months of the current year operations were at the rate 
of close to 30,000,000 pounds annually. Some small part 
of this production may be going into inventories, but the 
demand for the metal for its numerous peace-time as 
well as military uses has held up remarkably well. 
Supplying three-quarters of the world’s requirements, 
Climax has found the foreign markets particularly good 
customers, presumably in connection with their arma- 
ment programs. 

The stock has given indications of a persistent up- 
trend, not broken by the bear market of 1937-38. Earn- 





Speculative Issues Doing Better Than the 


Market 
1937 1938 low Recent 
low (to date) Price 
Allis-Chalmers......... es : 34 34, 43 
American Bank Note....... ays 10 10 15 
Anchor Hocking Glass... .. . : ; 10 103, 16 
Canada Dry Ginger Ale...... a ; 9%, 121% 16 
Climax Molybdenum........... 24 321% 42 
Consolidated Aircraft......... 8 11 16 
Curtiss-Wright A.......... are 814 1252 20 
Diamond Match........ Sans : : 181%, 2035/4 26 
Douglas Aircraft....... aise 261 31 47 
El Paso Natural Gas.... eee 1414 17 23 
Freeport Sulphur......... , . 18 19%, 26 
Holland Furnace... ... ; as 15% 17 27 
Glenn L. Martin... .. : 10 141, 23 
North American Aviation... .. . Loe 3 5% 9 
Plymouth Oil........ eanara danse i : 7 13 15 19 
Sperry Corp........ st araseiabacereiarecs 10 1559 21 
Texas Gulf Sulphur................. sabes 23%, 26 37 
United Ajrcraft.............000000.0.0.... 10%, 191/ 27 
a 53 55 73 
Oe oink sec dsiicsescasecsesaces 20 21 28 
a as 9% 111% 16 










































% 





ings are still somewhat behind the price of the issue, 
but continuing to expand, as shown by the first quarter 
report. Net profits in that period after all charges 
including an allowance for surtax on undistributed profits 
were equal to 79c a share on 2,520,000 shares of capital 
stock, as compared with 66c a share in the first quarter 
of 1937. 


The Aircraft Group 


Consolidated Aircraft. Deliveries of $3,380,000 in the 
first quarter were 28 per cent above a year ago. Earnings 
of 68c per share in 1937 compared with 29c per share in 
the preceding year. 

Curtiss-Wright A. March quarter earnings were the 
largest for any quarter in the company’s history, amount- 
ing to 63c a share on the A stock, against 23c in the 
corresponding part of 1937. A plant expansion program 
is being pushed, with enlarged capacity in sight for sev- 
eral of the more important units. A complete discussion 
of this company appeared in the April 23rd issue on 
page 32. 

Douglas Aircraft. If deliveries for the current quarter 
should approximate $9,000,000, as estimated by some 
observers, gross volume for the first half of the year 
would show an increase of more than 80 per cent over a 
year earlier. Percentage of operating profits will be 
aided by easing up of development expenses as produc- 
tion is concentrated on models wholly cr partially written 
off. Discussed on page 90 of the May 7th issue. 

Glenn L. Martin. First quarter profits showed a sub- 
stantial increase from the preceding year, amounting to 
72c a share against 40c. Unfilled orders are somewhat 
lower at $13,866,000, but still sufficient to keep opera- 
tions at a high rate for many months to come. Deliveries 
of the new 1938 model bombardment plane are to begin 
during the current quarter. The company’s position was 
described in the January Ist issue on page 364. 

North American Aviation. Unfilled orders at the 
beginning cf this month were $10,375,000, compared with 
$7,553,000 a year earlier. Earnings have heretofore been 
subject to satisfactory results from the transportation 
subsidiary, but sale of Eastern Air Lines improves this 
condition. The large common stock capitalization— 
3,435,033 shares—may nevertheless prove a deterrent to 
spectacular market action. 

United Aircraft. With sales up more than $3,000,000 
in the first quarter over those of a year earlier, United 
Aircraft reported profits of 42c per share, an increase of 
50 per cent. Unfilled orders are at a high level and there 
is little doubt that operations will continue very close to 
capacity. Fuller details regarding this company will be 
found on page 830 of the April 9th issue. 


Allis-Chalmers Mfg. 


Always a volatile issue, Allis-Chalmers made its highs 
for 1936 and 1937 in the lower eighties and dropped 
last fall to a low of 34. After holding barely above that 
point during the recent declines in the market, the stock 
has been displaying some independence at times of 
general weakness. The strength may be partially 
ascribed to the growing feeling that the utilities will 
soon be permitted to go ahead with the purchase of 
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needed equipment. With farm purchasing power as yet 
in no serious danger, and with the possibility that utility 
buying will enter the picture later in the year, Allis. 
Chalmers has shown a preference for the upper half of its 
trading range between 34 and 51. Unfavorable develop. 
ments in either field wouid, of course. have their effect on 
this situation. 

The report of earnings for the first quarter has not yet 
been released, but estimates are for a drop of only mod. 
erate proportions below the 85c a share in the first quar. 
ter of 1937. A substantial backlog of orders was carried 
over from the year-end and this may have been reduced 
somewhat, although sales have shown a seasonal pick- 
up over the fourth quarter. With a new low-priced 


tractor reaching volume production and likely to do rela- 
tively well in competing on a price basis, the company 
has managed to show profits despite the lag in demand 
for its heavy machinery and equipment. Speculation on 
improvement in these latter lines has undoubtedly been 
responsible for the stock’s recent market action. 


Piymouth Oil 


Although the oil companies as a group have been 
showing the effects of growing inventories which threaten 
the price structure, Plymouth Oil’s market action has 
been characterized by steady strength ever since the 
low at 13 was made. A rather convincing reason for 
this action is supplied by the report for the first quarter 
of the current year, showing earnings of $702,892 as 
compared with $640,320 in the corresponding part of 
1937. Based on 1,022,900 shares outstanding, the latest 
profit was equal to 69 cents per share of common stock. 
against 61 cents per share on a slightly larger capitali- 
zation a year earlier. 

Plymouth’s drilling operations were highly successful 
in 1937, with the result that despite restrictions the com- 
pany’s production scored a gain of 28 per cent over the 
previous year, which had in turn been 44 per cent higher 
than in 1935. This trend continued into the first part 
of 1938, with March output setting a new high record 
for any month in the history of the organization. 
Measures currently being taken to reduce domestic pro- 
duction in order to eliminate topheavy stocks will un- 
doubtedly have their effect on Plymouth, but drilling 
operations are constantly increasing the company’s 
allowables in relation to total output. 

Since crude production furnishes the great bulk of 
income, any weakness in the price structure is of serious 
consequence for Plymouth. In recognition of the poten- 
tial dangers of the situation, the stock sells at a very 
modest ratio to its earnings and dividends. At a price 
of 19, this issue is selling at only six and two-thirds times 
its 1937 earnings, and yields over 814 per cent on the 
basis of the $1.65 per share paid in dividends during 
1937. Without the extra dividend of 25c paid last Decem- 
ber, the yield still exceeds 714 per cent. 

Plymouth Oil has maintained its dividend record un- 
broken since 1925 and has reported net profits in every 
year since its organization in 1923. Provided the con- 
sumption season now beginning and the steps taken to 
tighten proration measures have their effect in preserv- 
ing order in the industry, there is no reason why this 
record should not be continued. 
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BUSINESS ACTIVITY 


M. W. S. Index (per capita basis) 





HIGHLIGHTS 


INDUSTRY — Industrial activity still 
holds above April low; but little gain 
in immediate prospect. 























TRADE—Retail volume only slightly 
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\ LY p° der last year. 
4 Wi ay \e under last year 
bad Pres J COMMODITIES — Rising security 
5p = + prices and better sentiment firm up 
* 5 ‘ raw material prices. 
4 
\ MONEY AND CREDIT—April divi- 





dends 29°, under last year. Banks 
still buy Governments; industrial 
loans gain moderately. Easy money 


stimulates capital market. 
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The Business Analyst 


While the general tone of industrial news 
continues predominantly unfavorable, a number SUPPLY & DE MAND 
of recent developments give weight to the (Wedesion ond Camelia 
probability of an improved trend in the not 
distant future. Cheered by the growing inde- 





















pendence of Congress and proffers of mutual 110 
co-operation on the part of leading business men | 
and the President, a distinct gain in business Ibs tara 











confidence has become noticeable during the 
past few weeks. Stock and bond prices, under 
the spur of easy money, have displayed encour- 
aging indifference to poor industrial news, and 
the success of recent bond offerings points to 
an accumulation of investment funds which ma 

soon revivify the market for new capital. 
Abroad, war seems less imminent. At home, 
labor is a little less adamant toward wage re- 
ductions where such are necessary. 

* * * 

Per capita Business Activity, after declin- 
ing for two weeks to a level about a point above 
the April low, has again turned upward. For 
April our Index was 70.2% of the 1923-5 aver- 
age, against 70.4 in March, and 86.1 in April, 
1937. National Income Paid Out in March 
was 9.1% below last year; yet the people of 
the U. S. had only 5.4% less to spend during 
the first quarter than in the like 1937 period. 
Obviously recovery is not being held back for 


(Please turn to next page) 
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Busimess and 


Industry 


———___ 





Latest 
Month 


Last 
Year 


Previous 


Month 


PRESENT POSITION AND OUTLOOK 


————_—_._ 
——. 











INDUSTRIAL PRODUCTION (6) 


Germany 


93.6 
71.7 
92.4 
115.6 
75.6 
128.4 


108.7 
107.1 
103.9 
118.3 

81.1 
115.5 


94.3 
71.7 
90.6 
117.2 
77.2 
124.7 





WHOLESALE PRICES (h) 


78.5(pl) 


79.7 88.0 








COST OF LIVING (d) 
All Items 


Fuel and Light 
Sundries 
Purchasing value of dollar 


86.8 
81.1 
87.2 
75.1 
85.7 
97.6 
115.2 


88.3 
87.4 
85.2 
76.2 
85.0 
96.6 
113.3 


86.7 
80.3 
87.5 
75.5 
86.2 
97.8 
115.3 





NATIONAL INCOME (cm)?.... 


$5,168 


$4,850 $5,600 








CASH FARM INCOME?+ 
Farm Marketing 
Including Gov't Payments 
Total, rust Caenites..........;. 
Prices Received by Farmers (ee).. 
Prices Paid by Farmers (ee) 
Ratio: Prices Received to Prices 


Paid (ee) 


$512 
572 
1,679 
94 
126 


76 


$596 
708 
1,946 
130 
132 


$456 


97 





FACTORY EMPLOYMENT (f) 
Durable Goods 
Non-durable Goods 


Mar. 





FACTORY PAYROLLS (f) 
(not adjusted) 


Mar. 





RETAIL TRADE 
Department Store Sales (f) 
Chain Store Sales (s) 
Variety Store Sales (g) 
Mail Order Salest 
Retail Prices (s) as of 


Apr. 
Apr. 
Apr. 
Apr. 
May 1 


83 
105.2 
108.6 
$77.2 

90.2 








FOREIGN TRADE 
Merchandise Imports Tf 
Cumulative year's total t 


Cumulative year's total t 


Mar. 
Mar. 
Mar. 
Mar. 31 


31 


$173.4 
507.0 
275.7 
827.8 





RAILROAD EARNINGS 
Total Operating Revenues * 
Total Oper. Expenditures * 


Net Rwy. Operating Income*... 
Operating Ratio % 
Rate of Return % 


1st quar 


1st quar. 
1st quar. 
1st quar. 
1st quar. 
Ast quar. 


. $813,335 
677,114 
84,871 
19,277 
83.25 
0.39 


$1,031,173 
763,874 
87,570 
147,515 
74.08 

2.95 








BUILDING Contract Awards (k) 


Residential f 

Public Works and Utilityt...... 
Non-Residential f 

Publicly Financedt 

Privately Financedt 


$222.0 
74.6 
67.0 
80.4 
99.0 
123.0 


$269.5 
108.0 
65.4 
96.2 
74.2 
195.4 








Building Permits (c) 
214 Citiest 
New York City t 
pe US ESS eee eee 


68.6 
16.2 
84.8 


90.4 
27,9 
117.5 





Engineering Contracts (En)t 


$193.4 


$217.0 








CONSTRUCTION COST INDEX 
(En) 1913—100 








1 


236.80 


233.45 


(Continued from page 169) 


lack of money. Corporation profits during the 
first quarter were 61% lower than for the corre. 
sponding period a year earlier, and it is logical 
to suppose that second quarter earnings will also 
make a poor comparative showing though not so 
bad as the first quarter, because costs are being 
brought under better control. 


* e * 


Despite a 1% decline in total man-hours 
worked, factory weekly wages in March were 
a little higher than for February; though 10.3% 
below March, 1937. The March gain over Feb- 
ruary arose from a slight rise in average hourly 
wages. Wholesale prices at the end of April 
were 10.3% lower than a year earlier, the greatest 
decline havin 3 been in farm products, which were 
down 26%. Building materials were off only 
5%. 


B e 2 


In spite of the sharp pre-Easter spurt, depart- 
ment store sales during April were about 11% 
lower than a year earlier on a seasonal adjusted 
basis. The post-Easter drop was rather severe, 
bringing sales down to 23% below the previous 
year during the week ended April 23, followed 
by a 15% drop during the closing week of April. 
Chain stores did better in April, showing a re- 
cession of only 1% from last year, owing mainly 
to the late Easter this year. Sales by furniture 
stores during the first quarter were 31% below 
last year; but gross profits were off only 2%. Re- 
possessions represented 5.1% of sales, against 
2.5% last year. 


+o * * 


Railroad gross revenues for March were off 
25% from the like period of 1937; while n. o. i. 
declined 80%, against a drop of 87% for the first 
quarter. During the first three months of the cur- 
rent year, 65 carriers failed to earn expenses and 
taxes. The rails have decided not to ask for a 
further general freight rate increase at this time; 
but individual roads will shortly file formal no- 
tices of a 15% wage cut to become effective July 
1. Needless to say, negotiations will be pro- 
longed far beyond that date. Car loadings have 
increased a little more than seasonally during the 
past fortnight, owing to heavy crop movements, 
notably of cotton and fruit over Southern rail- 
roads; yet loadings are still 32% below last year. 


* * * 


Engineering construction awards during April 
increased 11% over April, 1937; but,were off 
39% during the first week of May. Mortgages 
selected fo rappraisal by F H A during April 
amounted to $94,100,000, an increase of 40% 
over last year. Mortgages accepted for insurance 
on small homes during April came to $63,250,- 
000, bringing the total up to $1,198,000,000 
since the beginning of F H A operations. In 
spite of this rather imposing figure, actual ac- 
complishment to date is meagre. Multi-family 
rental projects already completed amount to only 
$19,000,000, while $16,500,000 are under 
construction. 
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Latest Previous Last 
Date Month Month Faas PRESENT POSITION AND OUTLOOK 
STEEL 

Ingot Production in tons*....... Apr. 1,925 2,012 5,071 Factory sales of automobiles and trucks in 
Pig Iron Production in tons*....| Appr. 45,871 46,854 113,055 the U. S. during March came to only 222,000 
Shipments, U. S. Steel in tons*..| Apr. 502 572.2 1,344 units, a drop of 55% below the like month of 
1937. Consumer sales, though still running ahead 
AUTOMOBILES of production, are showing a less than normal 
Production seasonal pick-up, and there is talk of closing 
Factory Output............... Apr. 240,000{pl) 238,753 553,429 plants this summer for a considerable period to 
Total Wet Gooaiter. 2.025 ce ne 1938 Gee a00 | i: 1,302,108 facilitate reduction of field stocks. Producers are 
Retail Sales getting costs under better control; so that second 
Passenger Cars, U.S. (p)........ Apr. 195,000 181,000 384,951 quarter profits may be somewhat better than for 

Trucks, Ea. Sra Apr. 37,000 37,000 67,832 the first quarter. 






* * = 


Production, U. S. & Canada* (tons) | Appr. 259.6 292.5 377.0 
Shipments, U. S. & Canada* (tons).| Apr. 271.5 248.8 395.6 Machine tool orders booked in April were 
Stocks, U. S. & Canada* (tons)....| Apr. 30 202.6 214.5 84.6 16% lower than for March, and less than a third 
of the record-breaking volume received during 
LIQUOR (Whisky) April of 1937. Domestic orders were 13% lower 
Production, Gals.*.............. Mar. 9,879 10,254 20,255 than March, while foreign orders fell 17%. Con- 
Withorawn, Gals,*.............. Mar. 5,656 4,383 5,829 tinued low sales records have caused the auto- 
Stocks, Gals.* as of............. Mar. 31 467,419 464,526 408,517 motive industry to abandon its earlier plans for 
extensive re-tooling. 
GENERAL 
Machine Tool Orders (f).......... Apr. 90.3 107.0 282.5 Se 
Railway Equipment Orders (Ry) 
EE os eat a/c -o's sos ca bs Apr. 3 10 84 Inventories, according to Department of 
FGI ROMIS =< 5250 ce sis wc otied) 3 682 13,050 Commerce estimates, were about 3% lower at the 
Passenger Cars............-++- Apr. 1 31 52 end of March than a month earlier; but were 37% 
Cigarette Productionf............ Mar. 13,728 11,492 12,792 higher than last year. Compared with March 31, 
Bituminous Coal Production * (tons).| Mar. 26,800 27,000 51,315 1937, stocks of manufactured goods were up 
Boot and Shoe Production Prs.*....} Mar. 36,763 30,015 46,120 11%, raw materials were 55% higher, textiles 
Portland Cement Shipments * (bbls). | Mar. 7,259 4,578 7,879 were up 67%; but rubber products declined 9%, 
| and bituminous coal 26%. 
COMMERCIAL FAILURES (c)..| Apr. 1,116 1,088 786 











WEEKLY INDICATORS 









































STEEL PRICES 




















Pig Iron $ per ton (m)............ May 10 23.25 23.25 23.25 

Scrap $ per ton (m).............. May 10 11.75 11.75 18.75 

Finished c per Ib. (m)............ May 10 2.605 2.605 2.605 
STEEL OPERATIONS 

% of Capacity (m) week of ....... May 14 30.5 31.0 91.0 
CAPITAL GOODS ACTIVITY 

(m) week ended.............. May 7 47.4 47.9 92.0 
PETROLEUM 

Average Daily Production bbls.*..| May 7 3,382 3,396 3,489 

Crude Runs to Stills Avge. bbls.*..) May 7 3,080 3,215 3,240 

Total Gasoline Stocks bbls.*...... May 7 89,464 91,339 80,472 

Gas and Fuel Oil Stocks bbls.*....| May 7 129,848 128,270 94,975 

Crude—Mid-Cont. $ per bbl..... May 14 1.27 1.27 1.27 

Crude—Pennsylvania $ per bbl....| May 14 1.75 115 2.20 

Gasoline—Refinery $ per gal...... May 14 064 06% 07% 








— — go any bo PRESENT POSITION AND OUTLOOK 
Prat POWER OUTPUT ii 9 1.939 1.939 2176 Electric power output has dropped to 11% 
bee Se ae y d ‘ s below last year; but a belief is gaining ground 
that relations between the industry and the Gov- 
gk to gp a ua May 7 536,140 543,075 163.495 ernment are becoming less strained. A number of 
Guile he pte id i Msy 7 39.540 35.338 97.093 utilities plan to take advantage of the present in- 
Cail ey em ee ay May 7 81 OBE 80.089 122.987 terval of easy money to cut fixed charges through 
Forest Products. s ’ . May 7 25,809 26,560 37.4 46 refunding operations, and a few companies ass 
Manufacturing & Miscellaneous....| May 7 295,005 997,578 317,640 | dusting off earlier plans for plant expansion. 
<2 eee May 7 150,748 149,952 173,377 agen 





Steel ingot production is currently receding at 
about a normal seasonal rate and little sustained 
improvement is looked for until the third quarter. 
Meanwhile costs have been reduced to a point 
where a number of companies can earn fixed 
charges operating at around 35% of capacity, 
against last year’s pay-point of 40%. Some con- 
sumers are holding off for announcement of third 
quarter prices, which may be somewhat lower on 


certain shapes. 
* 8 


Profits of the petroleum industry may be 
somewhat better in the second quarter; since con- 
sumption should be seasonally higher than during 
the first quarter. This forecast, however, is predi- 
cated upon the maintenance of price stability, 
which is by no means certain in view of present 
overproduction of both crude oil and motor fuel. 














*—Thousands. 


t—Millions. 


estimates of income paid out. 


(a)—Estimated. 
(d)—Nat. Ind. Conf. Bd. 1923—100. 


(b6)—Annalist Index 1928—100. 
(e)—Dept. of Agric., 1924-29—100. 


(c)}—Dun & Bradstreet's. 


(cm)—Dept. of Commerce 
(ee)—Dept. of Agric., 1909- 


14—100. (f)}—1923-25—100. (g}—Chain Store Age 1929-31—100. (h)—U.S.B.L.S. 1926—100. (k)—F. W. Dodge Corp. (m)—Iron 
Age. (n)}—1926—100. (p)—R. L. Polk & Co.'s Estimate. (pl)—Preliminary. (s)—Fairchild Index, Dec. 1930—100. (w)—Ward’s 
Estimate. (En)—Engineering News Record. (Ry)—Railway Age. 
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Trend of Commodities 


Responding to a stronger appearance throughout the mediate and effective reduction in output. As a result stocks 
stock market and the sustained hope that business generally have risen to a point where they appear oppressively large in 
this fall will be appreciably better, commodity prices have relation to recent consumption figures. Evidence is accum. — 
recently shown a firmer tone. The normal processes involved lating, however, indicating that the rate of increase has © 
in the correction of a top-heavy inventory situation are been checked. Inventories of finished and semi-finished 
necessarily slow and irksome, particularly so in the case of stocks are being worked off and any tangible evidence of 
primary producers where conditions may not permit an im- improved business should find buyers in a receptive mood, 





moore 





| 


(M. W.S, INDEX 1923-25=100) 


| 


WHOLESALE PRICES RAW MATERIAL 
(LONG TERM TREND) SPOT PRIC S 


MAM A 
7 


(U.S. DEPT. OF LABOR'S 784 COMMODITIES INDEX 1926 = 100) 


down 1.7 96.3 up 0.4 
down 0.8 90.9 down 0.1 


les e — Oe 77.0 down 0.3 


Texti 
Fuel and Lighting z down 0.2 88.6 down 0.1 




















Latest Previous . 
Date Wk. or Mo. Wk. or Mo. PRESENT POSITION AND OUTLOOK 
COTTON l | Cotton. Prices are hold!ng within a narrow 
Price cents per pound, closing | | range, favorable developments about offsetting 
July | May 16 8.72 i adverse news. Private estimates of crop acreage 
May 16 8.78 : indicate between 25,000,000 and 26,000,000 
May 16 8.72 j acres for the new crop. This was considerably 
(In bales 000's) lower than had been previously anticipated. 
Visible Supply, World | May 13 8,614 Cotton goods sales in New York spurted sharply 
Takings, World, wk. end..........| May 13 261 toward the close of last week, with the result that 
Total Takings, season to May 13 14,935 total sales for the week were estimated at 24,000,- 
Consumption, U. S Apr. 414 000 yards, or triple the recent weekly output of 
Exports, wk. end May 14 45 print cloth mills. On the other hand the recent 
Total Experts, season to...........| May 14 5,202 trend of exports has been rather disappointing, 
Government Crop Est. (final). .....| 1937 18,934 running behind the level of a year ago. ‘As a 
Active Spindles (000's) Mar. 22,288 22,357 | result the belief is growing that the current season's 
-| exports will show only slight, if any, gain over last 
WHEAT | year. 

Price $ per bu. Chi. closing | 
| May 16 8134 811% 1.273% Wheat. The second Government crop report, 
May 16 .183 193% 1.18 based on growing conditions as of May 1, esti- 
Exports bu (000's) wk. end........| May 7 2,548 3,393 1,951 mated the prospective yield of winter wheat at 
Exports bu. (000's) since Jul. 1 to..| May 7 109,045 106,497 99,547 754,153,000 bushels, as compared with 726,000,- 
Visible Supply bu. (000’s) as of...) May 7 37,304 39,462 20,617 000 bushels estimated on April 1. If the latest 
Gov't Crop Est. bu. (000’s) winter .| May 1 754,153 725,707 685,102(e)| forecast is borne out, the current crop will be the 
—| second largest on record. Favorable spring wheat 
CORN conditions suggest a probable crop of 200,000,- 
Price cents per bu. Chi. closing 000 bushels, which with a carryover of like amount 
May 16 5834 5814 131 will bring total supplies up to 1,200,000,000 
y May 16 5934 59% a7 bushels this year. This prospect suggests the prob- 
Visible Supply bu. (000's) as of...) May 7 37,589 37,897 5,188 ability that 1939 acreage allotments will be cut at 
Exports, bu. (000's) since July 1...) May 7 54,693 52,535 7 least 30% by the AAA. Materially higher 

Gov't Crop Est. bu. (000's) Dec. 17 2,644,995 +++. 1,502,089(e) | prices over the near future unlikely. 




















* * * 
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Latest 
Date 





Wk. or Mo. 





Year 
Ago 


Previous 


Wk. or Mo. 






PRESENT POSITION AND OUTLOOK 











COPPER 


Price cents per Ib. 
REELS tele atiie yo aw bere 
Oe Sas a Ra 


Refined Prod., Domestic (tons)... .. 
Refined Del., Domestic (tons)... .. 
Refined Stocks, Domestic (tons)... . 
Refined Prod., World (tons)... .... 
Refined Del., World (tons)........ 
Refined Stocks, World (tons)...... 








ba 


Price cents per Ib., N. Y.... 
Tin Plate, price $ per box......... 
World Visible Supplyf........... 
oT ener 
0S. Visible SupplyT............ 





LEAD 
Price cents perlb., N. Y......... 
U.S. Production (tons)........... 
U. S. Shipments (tons)............ 
Stocks (tons) U. S., as of.......... 










U.S. Shipments (tons)...... 
Stocks (tons) U. S., as of. 








SILK 
Price $ per Ib. Japan xx crack. .... 
Mill Dels. U. S. (bales), season to. . 
Mill Deliveries U. S. (bales)....... 
Visible Stocks N. Y. (bales)....... 
Visible Stocks, World (bales) as of. 





| 
RAYON (Yarn) | 
Price cents per lb..... 
ESOS ea ae ae ee 
All Rayon—Month's Supply...... 


WOOL 
Price cents per Ib. Spot Tops 























HIDES 
Price cents per lb. Hvy. Native Chi. . 
Visible Stocks (000s) as of....... 
No. of Mos. Supply, as of........ 





RUBBER 
Price cents perlb.......... 
hos. 8, Lb oS ee eee eee 
Consumpuon, (0. 0.1...... ...63«. 
Stocks U. S., as of .. 
Tire Production (000’s)........... 
Tire Shipments (000’s)............ 
Tire Inventory (000's) as of........ 





COFFEE 
Price cents per Ib. (c) 
July Delivery...... 
Imports (bags 000's). . 
Imports, season to. 
U.S. Visible Supply (bags 000's). . 


SUGAR 
Price cents per Ib. 
Domestic No. 3 May.......... 
Duty free delivered............ 
Refined (Immediate Shipment) 
U. S. Deliveries (000's)*....... 
U. S. Stocks (000's)* as of... .. 





Mar. 31 1,325' 











May 16 10.00 10.00 13.375 
May 16 9.50 9.65 13.850 
Mar. 61,120 59,393 91,117 
Mar. 33,430 27,389 94,830 
Mar. 342,780 326,244 121,448 
Mar. 169,820 161,350 204,383 
Mar. 158,700 137,466 210,749 
Mar. 540,250 529,853 308,430 
May 16 38.05 37.875 55.0 
Apr. 5.35 5.35 5.35 
May 1 30,606 929,125 24,593 
Apr. 3,745 4,555 6,995 
May 1 4,447 4,458 4.41 
May 16 4.50 4.50 6.00 
Mar. 36,436 34,869 43,818 
Mar. 31,052 30,135 63,425 
Mar. 143,511 138,134 137,204 
ee | 
May 16 4.00 4.15 6.75 
Apr. 38,035 43,399 51,957 
Apr. 20,806 33,528 56,229 
Apr. 30 135,238 118,009 13,911 
May 16 1.63-1.68  1.63-1.68 1.86 
Apr. 30 320,301 ~=Cét«w......... 412,681 
Apr. 33,381 34,884 40,561 
Apr. 30 41,455 36,326 40,882 
Apr. 30 130,955 134,426 142,382 
May 16 54.0 54.0 63.0 
Apr. 444 455 702 
May 1 3:5 a 0.1 
May 16 79.0 80.5 114.0 
May 16 10.0 9.50 17.0 
Mar. 14,572 15,118 16,074 
Mar. 31 9.0 10.6 12 
May 16 11.875 11.875 29.50 
Apr. 30,807 35,967 35,850 
Apr. 27,984 30,487 51,859 
Apr. 30 301,436 294,024 176,289 
Mar. 2,759 2,212 5,915 
Mar. 2,878 2,349 5,787 
Mar 10,808 10,833 12,448 
May 16 5.84 5.94 10.83 
Apr. 1,208 Page... Je 
Apr.30 10,134... 10,580 
May 1 1,333 1,343 1,525 
May 16 1.84 1.83 2.46 
May 16 2335 2375 3.45 
May 16 4.65 4.65 4.78 
Tito mos. 361,251 ik ee 1,954 
nee cee 1,035 

















Copper. World stocks continue to increase 
and while the rate of gain has slowed up some- 
what, there still exists a fundamental need for more 
restrained production. The domestic situation 
may be aided by substantially curtailed opera- 
tions on the part of high cost marginal producers, 
although demand is not particularly impressive. 
Fabricators continue to draw on inventories. 

” * * 
Tin. Prices, under the stimulus of develop- 
ments in connection with the proposed formation 
of a buffer pool, have rallied. Tentatively, it is 
reported, that the poo! will accumulate 15% of 
monthly production, which is now at the rate of 
55%, reducing supplies for the market to 40%. 

a * «© 


Lead. Although demand is light, prices con- 
tinue to display a lack of pressure. Trade estimates 
indicate an increase of about 5,000 to 6,000 tons 
in supplies during April—or about the same as 
March. Consumption last month was estimated at 
28,000 tons. 

7 * * 

Zinc. A preponderance of unfavorable news 
has had the effect of forcing prices to new lows for 
the year. Surplus stocks at the end of April were 
the largest since the end of 1930, and demand 
continues restricted by curtailed activity in the 
steel and automobile industries. Two large pro- 
ducers of lead and zinc have closed their mines, 
which should ultimately aid both metals. 

~ * 7. 


Silk. Prices unchanged. March shipments of 
hosiery increased nearly 20% over February. 
Total shipments for the month were the largest in 
the history of the industry. Total shipments for 
the first quarter, however, were 9.5% under the 
level of a year ago. 

- * ~ 

Rayon. Although some sales of yarn were 
reported at 47 cents, supplies at that level, how- 
ever, are believed to be limited. Production has 
been stepped up recently in anticipation of a 
better summer demand than had been expected. 

» + * 

Wool. A sweeping reduction in stocks of 
manufacturers and sustained sales of wearing ap- 
parel are strengthening the supply-demand situa- 
tion. Higher prices may be in the offing. 

* * * 


Hides. Relatively favorable trend of leather 
consumption, notably shoe sales, has materially 
improved the statistical position of hides. Stocks 
at the end of March were lower, marking the third 
successive month of decline. 

* * * 

Rubber. Total world consumption in March 
increased 12,306 tons over February, of which 
U. S. consumption accounted for 5,687 tons. 
There is still a possibility that export quotas may 
be cut to 50% at the meeting of the International 
Committee scheduled May 31. 

* + * 

Coffee. Reports from Brazil suggest the pos- 
sibility of a sacrifice quota of 30% on low grade 
coffee and 15% on high grade qualities. Current 
crop is estimated at 22,000,000 bags. 

cd * «x 


Sugar. Prices hover around their tows, with 
little prospect that they will strengthen appre- 
ciably. It is becoming increasingly apparent that 
1938 quotas were set too high. Meanwhile con- 
sumption is lagging 











(a}—Expressed in % (1923-25—100). 





(c)—Santos No. 


4N.Y. 





(e}—1937 Harvest. 








t—Long tons. *—Short tons. 
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Money and Banking 





Year 


Ago 


Previous 


Week 


Latest 


Week COMMENT 


Date 








SS ’ 





INTEREST RATES 
Time Money (60-90 days) 
Prime Commercial Paper 
Call Money 
Re-discount Rate, N. ¥ 


May 16 144% 
May 16 1% 
May 16 1% 

1% 


1%4% 
1% 


1% 
112% 


1%% 
1% 





CREDIT (millions of $) 

Bank Clearings (outside N. Y.)..... 

Cumulative year's total to 

Bank Clearings, N. Y 

Cumulative year's total 

F. R. Member Banks 
Loans and Investments 
Commercial, Agr., Ind. Loans. . . 
Brokers Loans 
Invest. in U. S. Gov'ts 
Invest. in Gov't Gtd. Securities... 
Other Securities 
Demand Deposits 
Time Deposits 

New York City Member Banks 
Total Loans and Invest 
Comm'l, Ind. and Agr. Loans... . 
Invest. U. S. Gov'ts dir. & gtd... 
Demand Deposits 
Time Deposits 

Federal Reserve Banks 
Member Bank Reserve Balance... 
Money in Circulation 
Gold Stock 
Treasury Currency 
Treasury Cash 
Excess Reserves 





2,175 
39,403 
3,354 
52,314 


20,842 
4,126 
646 
8,001 
1,322 
3,002 
14,450 
5,296 


7,694 
1,576 
3,636 
6,037 

633 


7,560 
6,396 
12,880 
2,695 
2,915 
2,480 


2,723 
45,283 
3,873 
68,077 


7,504 
6,407 
12,870 
2,693 
2,196 
2,440 





NEW FINANCING (millions of $) 
Corporate 
New Capital 
Refunding 
Government 
Refunding 
Addition to Debt 





Latest 
Month 


78.8 
12.3 
66.5 
391.1 
351.0 
40.1 


Last 
Month 


$245.2 
126.3 
118.9 
1100.0 
801.0 
299.0 





Current comment on interest rates must of ne. 
cessity be largely repetitious. Interest rates are 
extremely low and appear likely to continue $9 
indefinitely. The stimulus imparted to the bond 
market by desterilization of gold and reduced re. 
serve requirements clearly foreshadows higher 
bond prices and lower yields. 

+ ~ ” 


Notwithstanding the fact that the latest state. 
ment of the New York City Member Banks 
revealed a net decline of $8,000,000 in total 
earnings assets (Loans and Investments) consider. 
able encouragement may be derived from the 
steady upturn in investments. In the latest week 
New York Banks purchased $61,000,000 of di- 
rect Government bonds and $19,000,000 of 
guaranteed issues. Since last September, these 
banks have added $511 ,000,000 in bonds to their 
portfolio. To the extent that increasing bank in- 
vestments are regarded as an essential prelude to 
business recovery, the implications of the recent 
trend are definitely favorable. In the latest week, 
loans to business and industry, by New York 
Banks, increased $1,000,000, the first upturn in 
twelve weeks. The net decline in loans and in- 
vestments was largely accounted for a drop of 
$47,000,000 in brokers loans, mainly the result 
of a reduction in loans of Government security 
dealers. Excess reserves of all Federal Reserve 
Banks increased $40,000,000 in the latest week 
to $2,480,000,000. The increase was the result 
of a decline of $68,000,000 in Treasury deposits 
and a drop of $11,000,000 in circulation. 

* * * 


The recent strength in the bond market has re- 
vived in interest in new financing. The market 
reception given to several new issues recently has 
encouraged underwriters and June by comparison 
promises to be an active month in the new issue 
market. Resumption of new financing on any- 
thing approaching a normal scale would be a 
positive indication of renewed confidence. 








POSITION OF FOREIGN BANKS 





May 11, 1938 


May 12, 1937 


COMMENT ~ 








BANK OF ENGLAND 
Circulation 
Public Deposits 
Private Deposits 
Bankers Accounts 
Other Accoun:s 
Government Securities 
Other Securities 
Discount and Advances 
Securities 
Reserve Notes & Coin 
Coin and Bullion 


£482,190,000 
36,596,000 
123,403,000 
87,944,000 
35,459,000 
105,741,000 
27,012,000 
7,602,000 
19,410,000 
44,983,000 
327,173,000 


£479,909,000 
32,520,000 
124,849,000 
87,664,000 
37,185,000 
108,338,000 
27,168,000 
5,893,000 
21,275,000 
39,616,000 
319,526,000 








BANK OF FRANCE 
Gold Holdings 
Credit Balances Abroad 
French Commercial Bills Disc 
Bills Bought Abroad 
Advance Against Securities 
Note Circulation 
Credit Current Accounts 
Temp. Advs. to State 
Gold on Hand to Sight Liabilities. . 








May 6, 1938 
Fr.55,807,000,000 
20,000,000 
10,004,000,000 


3,878,000,000 
98,959,000,000 
23,614,000,000 
40,133,000,000 
45.53% 


May 7, 1937 
Fr.57,358,000,000 
12,000,000 
7,710,000,000 
1,083,000,000 
3,906,000,000 
86,869,000,000 
17,263,000,000 
19,991 ,000,000 
55.08% 





The Economist index of business conditions in 
Great Britain stood at 108.5 for March. This 
latest figure is only off about 5% from the peak of 
last September and about 2% uncer the level of 
March, 1937. It has been clearly evident for some 
time that British industrial activity was holding up 
much better than in the Uniteci States, and such 
recession as has occurred has been quite mild. 
Iron and steel activity in Great Britain, although 
off moderately from the high level of last Decem- 
ber, is still ahead of a year ago; building opera- 
tions are holding up well; and armament expendi- 
tures continue to make vital contributions to all 


industries. 
* * * 


Although it would be premature to set down the 
recent moves of the Daladier government as defi- 
nitely successful, there is no gainsaying their 
favorable effect on general sentiment in France. 
The devaluation of the franc to 2.80 cents has en- 
couraged the return of capital funds to France on a 
large scale and the volume of exports should ex- 
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POSITION OF FOREIGN BANKS—Continued 









GERMAN REICHSBANK 

Gold and Bullion................ 

Of Which Deposits Abroad. .... 
Reserve in Foreign Currency....... 
Bills of Exchange & Checks....... 
MEURMUNOUES 5555 oc’ 'o slo S eS 50 a0 wis e's 
EE PION 5 5 eos SS oie 0 8 coe 
Notes in Circulation.............. 
Other Daily Matured Obligations. . 
Poher tinbilities. ..5...0......%. 
Proportion of Gold & Foreign Cur- 

rency to Note Circulation....... 














5, 


1, 
5, 


May 7, 1938 
Rm70,773,000 


20,333,000 
5,395,000 
623,281,000 
417,911,000 
358,695,000 
859,600,000 
953,439,000 
229,715,000 


1.29% 


May 7, 1937 
Rm 68,432,000 


19,359,000 
5,827,000 


5,331,502,000 


415,332,000 
749,688,000 


4,816,000,000 


775,737,000 
173,342,000 


1.54% 











BANK OF CANADA 

Reserve Gold, Coin & Bullion. .... 
OS EE eee ae eae 
Reserve in Sterl. & U. S. Dollarse. .. 
MESIMEP MORIN «<<. c's'0'd'é 0 sha be wns 
Dom. & Prov. Gov't Short Term Se- 

SMSNMI ore eae rane 068 ios) oa 2 
Other Dom. & Prov. Securities.... . 
Bother SUCUMEES. ... 6. e ween ess 
Muerte RPRICHIBERIONS {1 5.5.5.5. <'.0:«. vi s-0 a 0: 
Depositt—Dom. Gov't........... 
Chartered Bank Deposits.......... 
Res. to Note & Dep. Liabilities. ... 

























May 11, 1938 
$180,858,000 


478,000 
23,425,000 
196,000 


120,976,000 
38,816,000 
11,072,000 

157,539,000 
16,731,000 

191,958,000 

55.46% 


May 12, 1937 
$188,576,000 


2,432,000 
13,499,000 
318,000 


48,180,000 
101,499,000 
130,989,000 

21,795,000 
194,180,000 

58.8% 





pand. The Bank of France has lowered its discount 
rate to 214% from 3% and a national defense 
loan will be floated. The success of this loan will 
determine the willingness of returned capital to 
invest in long term issues. 


* * a 


Business activity in Germany continues to ex- 
pand and in April the index stood at 114.5 as 
compared with 113 in April a year ago. The ab- 
sorption of Austria into the Germany national 
economy continues. The latest step has been the 
placing of Austrian foreign trade under German 
subsidy, a move which forecasts strenuous efforts to 
stimulate exports in return for much needed food 


supplies. 
* * * 

Business activity index in Canada shows a strik- 
ing similarity with that for Great Britain. At 96.8% 
of the 1925-29 average in March, the figure was 
5% below the recovery peak of last September 
and 2% under the level of a year ago. Moreover 
the rate of decline was less in March than either 
January or February. Crop growing conditions 
are rated the best in ten years. 



















FOREIGN EXCHANGE IN DOLLAR TERMS 








Quotations in cents and decimals of 
a cent except pound sterling which is 
in dollars and cents. 





May 13 


Demand——— 


Year Ago 








May 13 


Cables 


Year Ago 


COMMENT 








Country and Par 


Belgium (16.9502c a belga)......... 
Czechoslovakia (3.51¢ a crown)..... 

Denmark (45.374c a krone)......... 
Finland (4.264c a finmark).......... 
France (par not definite)............ 
Germany (40.33c¢ a mark)**......... 
Germany (benevolent mark)......... 
Germany (travel mark).............. 
Germany (emigrant mark)........... 
Germany (kredit mark). ............ 
Greece (2.197¢ a drachma)......... 
Holland (par not definite)........... 
Italy (5.2634c a lira)§.............. 
Norway (45.374c a krone).......... 
Poland (18.994c a zloty)........... 
Spain (Burgos peseta)f.............. 
Sweden (45.374c a krona).......... 
Switzerland (par not definite)........ 
Yugoslavia (2.981¢ a dinar)......... 
Shanghai dollars (unsettled). ........ 
Hongkong dollars (unsettled)........ 
India (61.798c a rupee)............ 
Japan (84.39c a yen). ............. 
Sts. Settlements (96.139c a dollar)... . 
Argentina )71.87¢ a paper peso) 4... 
Argentina (71.87c a paper peso)**... 
Brazil (20.25c¢ a paper milreis)**..... 
Chile (20.599c a gold peso){........ 
Colombia ($1.645 a gold peso)**.... 
Mexico, peso (unsettled)7.......... 
Par 47.4096 SON Tiss... eee ss 
Uruguay ($1.751 a gold peso) { 
Uruguay ($1.751 a gold peso)**t.... 





Great Britain ($8.2397 a sov.)....... 


4.973, 
16.82Y 
3.481 
22.201 
2.201% 
2.80 
40.181 
21.50 
24.00 . 
5.70 . 
5.80° 
0.9134 
a ET 
5.261% 
25.00. 
18.88: 
10.00. 
25.641 
22.8314 
2:35 
24.62% 
30.90 
37.11 
29.01 
57.6834 
26.30 
33.16 
5.90 
5.19 
55.64 
23:75 
24.25 
43.50 
65.45 
31.621 
31.6214 








4.94 
16.85 
3.48% 
22.06 
2.181% 
4.48Yq 
40.151 


25.47 
22.8614 
2.33 
29.95 
30.72 
37533 
28.80 
58.12% 
30.45 
32.94 
6.52 
FE 
56.90 
-. 27.80 
26.00 
56.00 
78.50 
34.75 





4.97% 4.94 
16.821 16.85 
3.4814 3.48% 
22.201 22.06 
2.20% 2.1814 
2.80 44814 
40.1814 40.1514 
ys ide! rrr 
24.00 23.50 
Paakids 
i ree 
0.911% 0.911% 
55.37 54.94 
5.26% 5.26% 
25.00 24.83 
18.88 19.00 
10.00 8.50 
25.644 25.47 
29.83% 29.86% 
2.35 2.33 
24.6216 29.95 
30.90 30.72 
Distt 37.33 
29.01 28.00 
57.68% 58.12% 
26.30 30.45 
33.16 32.94 
5.90 6.52 
5.19 5.19 
55.64 56.90 
23.75 27.80 
24.25 26.00 
43.50 56.00 
65.45 78.50 
31.62% 34.45 
c(t, ar 





Financially, at least, the immediate effects of 
the devaluation of the franc have been favorable. 
The repatriation of French capital has reached huge 
proportions, confounding the previously held be- 
lief that the volume of inbound capital would not 
be sizable. Asa result, the demand fer short term 
investments has been practically insatiable. Bank 
deposits have risen sharply. With the gold “‘prof- 
it,"" the Government will be able to discharge a 
substantial portion of its 40,000,000,000 franc 
indebtedness to the Bank of France. On the ad- 
verse side, the devaluation of the franc has intensi- 
fied the problem of living costs. A rise of 3% 
in the wholesale index has necessitated immediate 
steps to restrain this tendency and the Govern- 
ment is seeking to stimulate industrial production, 
revive export trade, police retail prices and effect 
a compromise with labor in a combined effort to 
lighten the heavy burden of living costs. While it 
it to be hoped that the latest is the last in a long 
series of currency maneuvers in France, some fur- 
ther time must yet elapse before the security of 
the Daladier government is assured. 
* * * 


The most serious repercussions resulting from the 
devaluation of the franc have occurred in Belgium. 
At the close of last week, forward belgas broke to 
record low levels, following the resignation of the 
cabinet. Since devaluation of the franc, the belga 
has been subjected to severe pressure, reflecting 
the competitive advantage gained by French 
goods in foreign markets and the heavy repatria- 
tion of French capital from Belgium. The cabinet 
crisis was precipitated by a proposal to raise 
$25,000,000 by an increase in taxes. As this is 
written it is doubtful that Belgium will be’ able to 
resist the pressure to devalue its currency. 














t—Nominal quotations. 





§—Free 








rate. 


**_Official rate. 


§—Travel Lira 4.75c. 
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THE MAGAZINE OF WALL STREET COMMON STOCK INDEX 
1937 Indexes 1938 Indexes 

No. of : . 

High Low Issues (1925 Close—100) High Low April 30 May 7 May 14 A firm tone has characterized the recent 

129.0 54.3 330 COMBINEDAVERAGE 65.9° 44.2 50.1 52.8 52.6 |} market, in spite of a good deal of dis 

couraging news in the form of poor first 

253.3 111.4 5 Agricultural lmplements.. 140.9 95.8 101.4 106.6 101.0 || ‘warter eamings and rather drab trade te. 
72.6 34.0 6 Amusements MA SET. 09.4 «294 «29.9. | PO. Motel whet actionty Dore wertg 

146.6 52.1 16 Automobile Accessories. 70.6 44,3 48.3 49.9 49.4 || Place vig the up-side, with a tendency for 
30.1 8.9 12 Automobiles 12.4 19 8.4 8.6 8.2 transactions to dry up on reactions, An 

178.0 73.4 9 Aviation (1927 Cl—100) 109.6 75.2 96.0 103.0 103.0 || advance of 2.8 points in our Combined 
28.5 9.3 3 Baking (1926 Cl—100).. 12.7 89 10.1 119 11.9 Average of 330 active stocks during the 

308.6 135.4 3 Business Machines....... 159.6 190.2 1927.2 138.4 137.9 week ended May 7 brought the Index up 

247.7 139.6 9 Chemicals 1130 1909 1985 197.2 to within two points of the recovery peak 
88.3 39.9 18 Construction.... ¢ 256 31.4 33.7 33.9 reached during the week ended April 16, 

361.0 193.4 5 Containers 5 450m. W909 «(1905 191.9 | Dises Ge folowing week tended OE 

917.3 75.3 9 Copper & Brass : 69.0 79.0 18.3 15.9 14) there was a slight sag amounting to only 
43.0 24.5 2 Dairy Products 0 231 93.2 93.9 923.9 || %2 point. 

42.7 15.2 9 Department Stores ; 12.2 14.6 15.3 15.4 * * + 
108.8 45.2 9 Drugs & Toilet Articles... i 40.1 46.0 44.6 44.1 
388.4 182.6 2 Finance Companies ? 158.1 166.5 176.8 187.5 As is usually the case when movements 

71.9 37.5 7 Food Brands t 33.3 40.1 40.4 40.9 || in the averages are narrow, the market was 

53.2 25.9 4 Food Stores : 21.5 23.3 23.5 22.6 || notably selective during the week ended 
1292.3 46.4 4 Furniture & Floor Covering ; 36.9 42.4 44.3 43.5 May 14, fourteen component groups ad- 

1160.6 894.0 3 Gold Mining 8 953.7 1012.0 1069.1 1068.0 |] vancing over the previcus week, 25 de- 

58.6 25.8 6 Investment Trusts 91.1 94.4 95.2 24.9 clining,,and 4 remaining unchanged. Of 
317.8 167.2 4 Liquor (1932 Ci.—100).. 141.8 149.0 155.0 155.9 the 14 groups which advanced during the 
209.8 97.8 9 Machinery 71716 866 926 92.8 ||-week ended May 14, there were three 
104.3 53.8 2 Mail Order 4 49.1 53.9 58.2 56.8 || —Realty, Traction, and Variety Stores— 
109.6 47.5 4 Meat Packing : 36.5 41.2 41.0 42.1 which displayed exceptional _ strength. 
334.1 138.6 15 Metals, non-Ferrous b 118.8 129.0 1386 133.3 Among the 25 declining groups, six— 

26.5 7.4 F 5.8 73 7:7 8.0 Agricultural Implements, Automobiles, 
158.8 90.8 23 Petroleum ; 76.2 $87.9 928 87.6 || Drugs & Toilet Articles, Food Stores, 
114.9 50.5 18 Public Utilities.......... . 38.8 44,3 52.4 52.2 Petroleum and Radio—sank to the lowest 

31.7. 13.3 4 Radio (1927 Cl.—100)... : 10.7 12.6 12.7 12.5 levels since April 2. 

112.9 37.7 9 Railroad Equipment ‘ 28.2 32.8 36.2 34.9 
ASG 16.2 O23 ateoads............... ’ 10.8 12.0 12.6 12.6 + * * 
28.5 6.9 & 4.7 6.4 6.7 7.6 
87.6 34.9 3 Shipbuilding ; 36.1 43.7 47.5 48.1 New York Traction stocks, during the 

165.6 69.6 13 Steel & Iron : 55.8 636 64.3 63.9 || week ended May 14, staged a sensational 
“52 916 *>6 Suger:.::... : 18.5 19.5 20.8 20.1 advance of nearly 50% to the best level 

171.2 118.6 . 4166 133.4 135.0 378 attained since January 5, with Manhattan 
85.3 43.2 3 Telephone & Telegraph... ‘ 37.6 43.6 46.6 47.1 “EI” Modified Guaranteed more than 
91.8 35.3 ; 27.9 31.9 33.8 33.7 doubling in market price during the seven- 
29.2 10.7 4 Tires & Rubber : 10.3 109 11.5 11.4 || day interval. This phenomenal burst of 
99.4 68.3 4 Tobacco h 63.8 68.0 69.6 69.2 strength was in response to an announce- 
71.0) RO SON. oo cd es : 15.6 18.4 19.1 28.2 ment that all three members of the Transit 

346.8 157.7 4 Variety Stores ; 146.0 162.2 170.8 175.9 || Commission have agreed to cooperate 


22 Unclassified (1937 Cl— 1299.0 84.7 966 98.4 982 || with Mayor LaGuardia in working out an 
amendment to provide for purchase of the 


_ transit lines with corporate stock. 
- a f course the amendment, when prepared, 
DAILY INDEX OF SECURITIES _____|} will have to be submitted to the State 
N. Y. N. Y. Times Constitutional Convention for ratification; 
Times Dow-Jones Avgs. _———50 Stocks—— so that there is no knowing when, if ever, 
40 Bonds 30 Indus. 20 Rails High Low present stockholders will be paid, nor how 
Monday, May 2 66.54 110.09 20.95 77.07 16.22 354,010 || much. Variety Stores reached the highest 
Tuesday, May 3 66.57 112.71 21.45 79.23 17.46 472,470 || level since February 26 due to publication 
Wednesday, May 4 66.95. 113.88 21.51 80.15 78.35 550,600 || of comparatively favorable earnings re- 
Thursday, May 5 67.25 113.46 21.57 80.97 79.14 687,220 || ports for April. 
Friday, May 6............ 68.11 117.16 22.90 82.58 79.60 1,021,990 rage) 
Saturday, May 7 68.27 117.21 22.64 82.95 81.89 556,240 
Monday, May 9 68.87 119.43 23.50 84.40 81.31 1,018,150 | Weakness in the Drug group was attribut- 
Tuesday, May 10 68.90 117.93 23.19 84.95 83.00 1,044,140 || able to profit taking in the low priced com- 
Wednesday, May 11 69.44 118.52 23.48 84.50 82.99 978,300 || ponents. whose advance was mentioned in 
Thursday, dp re ee] 118.55 23.48 84.29 82.87 596,404 || our'last issue, and hence was without special 
Friday, May 13 69.26 116.87 93.15 83.26 81.91 604,950 |! economic significance. Weakness in Agri 
Saturday, May 14 69.06 117.21 22.96 82.67 81.84 233,220 || cultural Implements, Automobiles and Food 
——|! Stores has been previously commented 
ee STOCK MARKET VOLUME upon in this column. Petroleum Stocks sank 
Week Ended May 14 Week Ended May 7 Week Ended April 30 under the weight of excessive inventories 
4,475,164 3,642,530 » 2,494,530 of crude and refined products which are 
Total Transactions Same Date Same Date beginning to undermine the price structure. 
Year to May 14 1937 1936 Radios were weak for similar reasons. 


86,907,398 204,122,810 230,401,563 
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ae K Irv as the leading domestic 

vy oa The Personal Service Department of THe MaGazine or Ware Street will shen, aaa ee a 

\pril 16, sae tal bl it ti wor ij ‘ “ti manufacturer of cast Iron pipe al 

swer Dy Mali or telegram, a reasonable number Of inquiries on any ste securities ° ba . " qaroge 

Se ss wii h you may be interested or on the stan hai a reliability of weg k ; specialty castings, ss ee 
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i that paid in 1937. It is interesting 
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obiles, to note at this point that over a long 
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hattan ended March 31, 1938, reported a ['o warrant retention at recently is further strengthened due to the 
than net income of $969 or .003 cents prevailing levels. extremely strong financial position 

a per share. This compares with which is characteristic of the com- 
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oneil earnings of $3.34 per share sustained pany. At the year-end total current 
ransit during the initial quarter of 1937. U. S. Pipe & Foundry Co. assets were compared to total cur- 
erate ve g ‘re was a shi > . , — rent liabilities at the ratio of ap- 

ut an Even though there w “ta i sharp de I took a splendid profit in U. S. Pipe & is ‘ lv fiv Wi , 

f the cline in earnings, the fact alone that Foundry last year, closing it out around 69. proximate J ive to one. iaer 

sod the company was able to report J later repurchased for reinvestment at 37%, profit margins have been made pos- 

ared, operations in the black is certainly a am now — —— the '; 2 sible during recent years due to 
State an optimistic feature in appraising pel emg y ee ee ee ‘+ large operating economies. The 
"i Z o Syracuse, N. YF. : ‘ at. ar 
tion; the shares of Acme Steel. The fact latest of these is the concentration 
ha that the company was able to break For the year ended December 31, — of manufacturing in fewer plants 
. a 4 or Ty ‘ : nN = , ° ’ = “a ‘ 
shest even in this first quarter when most 1937, U. S. Pipe & Foundry Co. while extensive use of the “Super de 
ition companies in the industry were re-  egistered earnings of $3.21 per Lavaud” process ’in producing cen- 
7 porting large deficits is due to their share on the 695,923 shares of $20 trifugally cast ‘ron pipe has further 








ability to control costs of operation. 
Furthermore, sale of the company’s 
“specialties” held up considerably 
better than business in the ordinary 
strip-steel, thus lending some stabil- 
ity to earnings. For the entire year 
of 1937, $5.78 was registered on each 
share of the 328,108 shares of capital 
stock outstanding This compares 
with earnings of $6.58 per share sus- 
tained during the vear of 1936. Al- 
though 1938 earnings will not equal 
the dividend disbursements of 1937 
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par common stock outstanding. 
This compares with a net income 
equal to $3.45 per share a year ear- 
lier. In order to maintain this satis- 
factory earnings rate, it is necessary 
that a revival in construction activ- 


cut operating costs. 

Frankly, although at present quo- 
tations for the shares yeur holdings 
do show a loss, we are inclined to 
suggest continued retention over the 

(Please turn to page 181) 





When Quick Service Is Required, Send Us a Telegram 


Prepaid and Instruct Us to Answer Collect. 













































What 12 STOCKS 


Do Experts Favor 
for NEXT ADVANCE? 


specIAL UNITED OPINION 
A report, just prepared, lists 
the 12 issues most recommended 
by leading financial authorities 
for spring profits. This list is ob- 
tainable from no other source. 
Experience has shown that 
stocks recommended by three 
or more financial experts 
almost always have better 
than average appreciation. 
You may have an introductory 
copy of this valuable 12-stock 
report without obligation. 


Send for Bulletin 
WS-28 FREE! 


UNITED BUSINESS SERVICE 


210 Newbury St. ~ re Boston, Mass. 
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phis a great diversified city. 
statement. 


47 INVESTMENTS 


Invest any 





amount in Lump-Sum or Save < 


amount at any time. EVERY ACCOUNT IN- 

JRED up to $5,000 by Agency of U. S. Govern- 
ment. Leader Federal is paying 4% per annum 
dividends, payable January 1 and July 1. Mem- 


Write 


LEADER FEDERAL 


SAVINGS & LOAN ASSOCIATION 
of Memphis. 





for financial 





A SebCol eMail bat-bac-)ahdel-B los 
you could have your 
vo) sXe) (o1- WR) am o eX 3s of =~] au bole 
ci bh ¢sbeLor- Me) am del Mol of 1-0 or 
est - which would you 
take? 
SINCE 1859 
DYEENTT 
Fire E Marine /nfurance @mpany 
PROVIDENCE. RL. 


$1,000,000.00 
$5,434,071.36 


Cash Capital, 
Surplus to Policyholders, 











e 
Rails 
1936 1937 1938 
EE EG LE A 
A High Low High Low ‘High Low 
SE ae 881, 59 9435/4 32% 42 22% 
Atlantic Coast Line.......... 49 21% 55% 18 27% 14 
B 
Baltimore & Ohio.. 26% 15% 401 8g 10% ” 
Bangor & Aroostook.......... 49% 39 45 30 34 29 
c 
Canadian Pacific............ : > 10% 171% 6% 81g 
Chesapeake Corp.............. 100 59 90 40 481, 27% 
Chesapeake & Ohio.................. 17T¥4 51 68% 31 38% 23% 
Chicago Gt. Western Pfd.............. 14% 4 181 3 53 2 i 
C. M. & St. Paul & Pacific... 2%, 1% 3% Ye Ye 
C. M. & St. Paul & Pacific Pfd 5% 2% 1% 1% 1% % 
Chicago & North Western... 4h 2Y% 672 Ye 134 % 
Chicago, Rock Is. & Pacific. . . 34 1% 3% Vy 1% 3 
D 
Delaware & Hudson.................. 545, 3634 5834 13 17% 7% 
Deleware, Lack. & West.............. 23% 144% 241% 5 814 4 
E 
DMRS cwiehentocoraaccmseteieess 1814 11 235% 4%, 6% 2 
G 
Great Northern Pfd...............006- 46%, 32%, 5634 201% 26%, 129, 
I 
| SS ae aa a ae vena ees 2914 185, 38 8 121%, 6% 
K 
Kansas City Southern................. 26 13 29 5 9%, 5% 
L 
SEED Secret k a oe See 22 814 2452 4%, 65% 3 
Louisville & Nashville................ 1023/4 5712 99 481, 5614 29% 
M 
Mo., Kaneet & Teues............25.5.- 9% 51% 9%, 2 3% 12 
Mo., Kansas & Texas Pfd., A.......... 33% 14 34% 514 11%, 434, 
Missoutl Pacific... 0.0... c eee e eee 4 21 6%, 1% ay, % 
N 
ay, ND ss ciency kwiowee 4972 27% 5514 151% 19% 10 
-, Chic. & St. Louis. . oe 173%, 72 14 22% 7 
"N. H. & sentend posta ae Rneeed 6/2 3 9%, 2 25, 1% 
Norfolk & ——-- cv wcdeysce a a: Oe 272 180 98 135 
Northern Pacific. . 36% 23% 36% 9% 13% 6% 
P 
PIR ack cccecwns .. 4 281, 50% 20 24% 141, 
R 
MI Gua ss uuawaGs reece 503% 351% 47 181, 22 1234 
s 
Southern Pacific. . 41h 23% 65%2 17 221, 9%, 
Southern Railway. . 261 123%, 4342 9 13%, 514 
T 
Wiens PUIG. 623s kos os vee oe 28 541%, 15% 24, 13 
U 
Union Pacific............ . 14934 1081, 148%, 80 8814 553% 
w 
Western Maryland................... 121% 81, 113, 256 4 252 
NS Cae eee 4 1% 4, 1% Yq 
e es 
Industrials and Miscellaneous 
1936 1937 1938 
A Hish Low Hish Low Hish Low 
Ns ae oases ee ese ass 8614 58 801, 44 5814, 
eo, owing Gohie'e 1712 13 1534 8 133% 87, 
NO ato bt bas ee bem 403, 26% 45% 13 21%, 115% 
Allied Chemical & Dye............... 245 7 258% 145 176%, 4 
LL Oa ae 201 6% 21% 61g 95% 4 
oe ene. SO eee 1 3534 831% 34 5134, 34%, 
eae ee 1251 75 114%, 51% 72 57 
Amer. ag Chemical (Del.) 9 49 101 i, 531% 49 
Amer. Bank Note......... 5514 36 413 10 15% 10 
Amer. Brake Shoe & Fdy. . 70% 40 803/, 28 4214 23% 
Stas oa 5s ose ajoee ss x05 137% 110 1 69 911% 70%, 
Amer. Car Rls Saks wines Bisse 601 30 71 151% 27% 12% 
Amer. & Foreign Power...-.......---- 9% 6% 13% 21° 4% 2, 
Amer. Power & Light...........------ 143, TI 16% 34 If 3% 
oe oS) ee 2734 183, 29/4 9% 14, 9 
Amer. Rolling » "1 acre einem 37 2334 45% 15% 22% 131% 
Amer. Smelting & Refining..........-- 103 5°34, 10534 41 5634 28 
Amer. mo OS eee 64 20% 713% 22 34%, 15% 
Amer. S Tet SN: 5 5.5 n'5i0 9 :514 5500-0 635% 42, 56%, 24, 31 21% 
Amer. T . LS SSS 190%, 14914 7 1 149%, 111 
ae Pee eee 104 8814 99% 58%, 73% 583, 
Amer. Weer Works & wee. 27%, 191, 2914 8 13% 6 
Amer. Woolen Pfd.. 70% 52%, 794 25% 353%, 23% 
Anaconda Copper Mining. 55% 28 691 241% 36%, 21% 
PS OE oes son | ee 4/2 1334 472 6% 3% 
Atlantic Refining. ....-----------.5-- 351% 2672 37 18 24 17%, 
Aviation Corp. Del................... ™ 4%, 9% 2% 4% 2% 
B 
Baldwin Loco. Works... .. es 23% 5 10%, 
eg a ee ee 381 21 433% 1014, 19 1214 
DEEN ciwasseanso< scarcer’ 28, 14, 35% 10 163/, 101, 


New York Stock Exchang 


Last Diy’ 
Sale $ Pa 
5/11/38 Share 
30% {2.00 
2 31.50 
64%... 
33 2.50 
6 “1 
35 3.00 
29%, 11.50 
3% is 
% 
1%, 
1 
% 
11% 
6%, 
2% 
18 
9% 
9% 
4%, - 
37 72.50 
2% 
1% 
1334 
13% om 
1% a 
1483, *10.00 
9% me 
17% 
16 2.00 
1334 
8% 
181% 
661, 6.00 
3% 
1 
Last Div'd 
Sale $Per 
5/11/38 Share 
483, *1.00 
92 * .60 
1314 ; 
50 6.00 
6%, . 
44 1.3714 
645, 2.00 
60 71.25 
15 + .50 
321% T 23 
871% 4.00 
19 a 
3% 
6%, 
121% 60 
17 
395, 41.25 
22, 
2834 2.00 
132%, 9.00 
71 5.00 
101% ee 
30 
29 T 83 
4%, wai 
2214, 1.00 
4 sone 
8 
1652 i e.. 
13%, 1.00 
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*10.00 


6.00 


Div'd 
$ Per 
Share 


*1.00 


1.37% 
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4.00 

















B High 
beads pane ee 3234 
Best & : SO Le EET Pe 72 
Seaichem Steel een) 17%, 
Black & Decker Riau mee aa 34 
Boeing _— cehicad eRe SS 373/44 
Borden Co. areal eh ceed GA wd cos a 323g 
Borg Warner. <P Rr emer ere ae? ei 
Seo errr 18% 
| SSS eer ert . 64% 
Breoklyn- Sissliniion Transit......... 5814 
Sones, _ Beth ara eae epee 2134, 
ee re on . 15% 
Byers & a (A. 'M.) VS e ie 29 
5 
Colemet BR Hecla............... 16% 
Canada Dry Ginger Ale... ........ 3034 
CSTE Ree ees 186 
Caterpillar Tractor....... Perna ee . 91 
Celanese Corp. . Pe iegslors .-. 92% 
Cerro de Pasco Copper. a eek tans .- ae 
Crue COm........... Coan . 1383, 
Climax — LS vaseeens eves 
Coca-Cola Co....... Preah .... 134 
Columbian Carbon.............. .. 136% 
Colum. Gas & Elec............... ... 233% 
Commercial Credit............... 7 847 
SS eee 914%, 
Commercial Solvents.................. 24Y2 
Commonwealth & Southern.......... . 5% 
Consolidated Edison Co............... 489 
is | eS eer see ee 
I hog cal a d vocin deine ... 26% 
Continental Baking, A............. .. 35% 
EN ... 87% 
Continental Oil............. rks 
Com Products Refi: ning. Zecees . 82% 
Crane Co... .. reer . 50% 
Grown Cork & Seal........... ee ad 
CN Sener Sc 
Curtiss-Wright, A.......... Se 
Cutler-Hammer............ on ie 
D 
ee F years 
Distillers Corp. Seagrams...... ; 3452 
Dome Mines............ eee . 61% 
Douglas Aircraft....... hon 8214 
du Pont de Nemours. . se 845, 
E 
Eastman Kodak....... ee ... 185 
Electric Auto Lite... ies 4712 
Elec. Power & Light... ee ae 25% 
Endicott Johnson Corp ; 69 
Ex-Cell-O Corp...... 235 
F 
Fairbanks, Morse. . 71% 
Firestone Tire & Rubber....... . 36% 
First National Stores. . aye 58%, 
Foster Wheeler...............2: 4534 
Freeport Sulphur...... . coos ... 35% 
G 
General Amer. Transpt........... 76 
General Baking... 0.6... es cccesess 20 
General Electric........... ; 55 
General Foods........ pees 44 
General Mills........ vee 701% 
General Motors. .... ere ; 77 
General Railway Signal Comes é 57 
Gen. Realty & —* read 4 
General Refractories. . a ‘ 71 
Glidden...... et a 55% 
Goodrich Co. (B. | F.). ee Pata .. 35% 
Goodyear Tire & Rubber. : - 31% 
H 
Hecker Products........ snes 213 
Hercules Powder...... eee inet aries F - 
SS RSS , 13% 
Hudson Bay M. &S..... 34% 
Hudson Motor Car....... ; ‘ 225% 
I 
Industrial Rayon ...... ; ~ .. 41% 
Inspiration Copper ree 24, 
Interborough Rapid Transit...... 18% 
Inter. Business Machines.......... 194 
Inter, Harvester........ oS tesa .... 105% 
Inter. Nickel........... or 6632 
a ee Seattle . 19% 
J 
Johns-Manville....... . 152 


K 
Kennecott Copper......... 
L 


Lambert. . ae ess 
Lehman Corp... ..... 

Libbey- Samiti : 

Liggett & Myers Tob., B 
SMR RINE eos gsi sas.0ss 58 arc » 
Lone Star Cement... . 
| ES ee eer 


M 

rnd tock 5 eee ; 

dC re 
Marshall Field... . 
Martin (Glenn ‘) ) Co.. 
Masonite Corp.........-- tages 
Mathieson Alkali............-.. : 
Melntyre Porcupine. eons 
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STOCKS—BONDS 
COMMODITIES 


Folder ‘‘M” explaining margin require- 
ments, commission charges and trading 
units furnished on request. 


Cash or Margin Accounts 
in Full or Odd Lots 


Inquiries Invited 


J. A. Acosta & Go. 


Members New York Stock Exchange 
N. Y. Curb Exchange (Assoc.) 
New York Cotton Exchange 
New York Produce Exchange 
N. Y. Coffee & Sugar Exchange 
Chicago Board of Trade 
Commodity Exchange, Inc. 
New York Cocoa Exchange 


60 Beaver St. New York 
BOwling Green 9-2380 























Odd Lots—100 Share Lots 


We will co-operate with conservative in- 
vestors dealing in Odd Lots of securities 
listed on the New York Stock Exchange. 


A copy of our booklet which explains the 
many advantages of Odd Lot trading will 
be sent to any one interested. 


Ask for M.W. 807 


JohnMuir&(G 


Established 1898 
Members New York Stock Exchange 


39 Broadway New York 























POINTS ON TRADING 
and other valuable information for investors 
and traders in our helpful booklet. Copy 
free on request. k for Booklet MG6 


Accounts carried on ee margin. 


(HisHoLm & (HapMaN 


Established .-u/ 
Members New York Stock Exchange 





52 Dreedeey. New York 





hewannail 
Public 
Utility 
Number 


June 4, 1938 


cena Forms Close May 27th 














One day you may develope 
a keen appreciation for in; 
surance and be glad then 
you listened to our agent. 
Let us introduce him. 


SINCE 1850 


orn OCMC 
FIRE INSURANCE CoO. 


OF HARTFORD, CONNECTICUT 
fory) wm @rvatctm - . - $2,000,000.00 
Surplus to Policyholders, $15,190,811.89 











A Warning 


To Investors 


Of all the persons who are 
wealthy at 35, and live to be 
65,— 87% lose the bulk of 
their estates in those30 years! 


Are your funds protected as to 
industries and as to individual 
companies promising a sound 
future? And also protected against 
the unforseen? Are they in the 
best industries—in the best com- 
panies—balanced as to stocks 
and bonds—today protected 
against inflation—supervised by 
competent, unbiased advisors? 


Send for the booklet 


“INVESTMENT SUPERVISION” 


FREE —It will interest every investor 
“ Ek ME Ci, OR oR eR 1 
BABSON’S REPORTS, oleae el 


Babson Park, Massachusetts 


Send me, withno obligation, your booklet 
" Investment Supervision”’—and copies 
of your current Reports. Dept. 1-77. 


Name 


Street 


r ; State } 


L- Babson’s -= 
Reports 


New Work Stock Exchange 
Price Range of AMetive Stocks 
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1936 1937 

M High Low High Low 
McKeesport Tin Plate................ she = 421 18) 
McKesson & Robbins................ 144, 87; 1614 5 
DD ND S655 55 6.5 visas oo v0e00s 65 i, 724%, 33% 
Minn. Honeywell................... 112 65 120 3 
Minn. Moline Power............... 12% 6% 16% 4¥, 
Monsanto Chemical.................. 103 9 10714 71 
Mont. Ward & Co.................... 89 353%, +=69 30 
DEEMED eee cs cc cncws 22%, 14 203, 3 
























KEEP POSTED 


The pieces of literature listed below have 
been prepared with the utmost care by busi- 
ness houses advertising in this issue. They 
be sent free upon request, direct from 
the issuing houses. Please ask for them 
number. We urge our readers to take 
advantage of this service. Address Kee) 
Posted Department, The Magazine of Wi 
Street, 90 Broad Street, New York, N. Y¥. 








‘ODD LOT TRADING’’ 
John Muir & Co., members New 
Stock Exchange, are distributing 
booklet to investors. (225) 


‘‘TRADING METHODS’’ 
This handbook issued by Chisholm & 
Chapman, contains much helpful informa- 
tion for traders. A copy together with 
their Market Letter will be mailed upon 
request. (785) 


INVESTMENT PROFIT INSURANCE 
The most logical form of investment 
profit insurance is represented by the 
ersonal and continuous counsel rendered 
” the Investment Management Service. 
No obliga- 


York 
their 


Write for full information. 
tion. (861) 


MARGIN REQUIREMENTS, COMMISSION 
CHARGES 
J. A. Acosta & Co., have prepared a fold- 
er explaining margin requirements, com- 
mission charges and trading units. Copies 
gladly sent investors and traders. (939) 


UNITED BULLETIN 
Bulletin giving definite advice on leading 
stocks is issued by United Business Ser- 
vice. Free copy sent on request. (954) 

















SASS ae eee 2 
Guenedll. SUMO vig wisi soc vee uiess’s _ 
P 
Pacific Gas & Electric................. 41 
Packard Motor Car................... 13% 
Paramount Pictures...........2...000 25 
ponney, SEE ShE Sas ton eeiaawenanwek 1121 
SS EES RR ee ree 56% 
a Petroleum Srenincae cimeens cha 52% 
Public Fe nog of N. Breed Suiteacisl ss 50} 
oS Sa ee rer 69 
PRNRDR Ss Shoe schswnse sens cccnnicaes 24 
R 
Radio Corp. of America.............. 14% 
Radio-Keith-Orpheum............. -.. 10% 
Remington ~7 SOE bine wie Wie ave sie 25 
ae ee 29 
Reynolds (R. 5: LS fee 60} 
CMR Fase ce cusunesscnasd 49 
Schenley ND sus scan ncueuiesn as 55 
ESE bccn bkhe cre cups 1014 
Senseo bac baeen mewn 19% 
OS eae 28% 
ony-Vacuum Com................ HA 
23 Spar rrr 24% 
Spiegel, Inc....... ae ie 
Standard Brands. ieee eons -. 184 
Standard Gas & Electric........... = | 
St oo. a 47 
ear 481 
St 2 SL. ae 70: 
eee 24) 
eee ree 304 
a 15 
__ 3 +, SSSA ere ener 1 
T 
a i ihno 5 stop Sow sum einioin ts bis 551 
Texas Gulf Sulphur................... 444%, 
Texas Pacific Coal & Oil.............. 15 
Tide Water Assoc. Oil............... 21 
Timken Detroit Axle................. 27 
Timken Roller Bearing................ bes 
Twentieth Century-Fox................ 38%, 
U 
Underwood-Elliott-Fisher.............. 102 
Union Carbide & Carbon.............. 10514 
Te" LS ae 28 
oe 32 
United Bia rei icncdet oneness 96% 
ED isc aires sew ss «eek sn es 9% 
i 7 





"S. Ste “ Ve 
lh S |. SoS SSeS asa 154%, 
Uiilities Pw. & Lt, A....... OS 
Vv 
WER cCLAwsbaonccesrassces se ees 305 
w 
ESD sats nies sie ss 5500 <5 12% 
Warner Brothers Pictures.............. 183, 
Pees Te | eee: 96, 
Westinghouse Air Brake.............. 50%, 
Westinghouse Elec. & Mfs.. 153% 
oe — ae Y See reer i as 
IRS ie eas oes a 5p po ates 
Worthington Pump & Mach 6% 
Y 
Yellow Tr. & Coach, B..... were 
Youngstown Sh. & Tube.. ... 87%, 
z 
WARD cic cinaes cose v a's 55555 423g 


+ 


*—Not including extras. {—Paid last year. 


211% 38 13 
21 26% 12 
25% 35 17 
263 18 
9 14%, 5 
57%, 99% 55 
32% 98 29 
41%, 101%, 
23 34% 141% 
6 17 3 
121% 24 6 
«e- 103% 51 
3 38 22 
12 
7% 283, 8} 
69 103 571 
25 59 18 
38 30 
40% 65 43%, 
39 5234 30 
36% 72) 25 
16 24 8 
9%, 12%, 4 
5 10 by 2% 
17) 29/5 8} 
16 41% 12% 
50 58 40, 
27 46 18 
ed 513% 22 
98: 49% 
11) 17 “# 
14 344%, 144% 
12 23% 13 
15 23%, 10 
28%, 4p, 
14% ies 7 
5% 14 21 
35 50 271 
32% 26) 
511 76 2 
16} 21 s% 
14 335% 6} 
9% 20 3 
70 % 44% 
28% 65% 34%, 
33 ae 23% 
74 1 5 
14 21 131 
121% 28 8%, 
6 79 36 
22% 40% 181% 


14) 1 

s0%h 137 53 
31% 435 16% 

211 721 24 

16 723, 20 
724%, 105 52% 
463%, 1261 oot 
115% 150 100% 
3% 4% V4 
1614 393% 9% 
514 18%, 3% 
9% 18 4%, 
ts 831 221% 
343%, 5734 17%, 
941, 167% 87 
12%, 4% 

443, 653 34 

23% 47 12 
83%, 373; 7% 
41%, 101% 341 
11% 43% 11% 


t—Paid this year. 


1938 
High Low 
261, 14 

8, 53 
43% 26% 
67 4614 

Ty, 4 
9114 67 
371 25 

Te 4 
121 6%, 
234% 15% 
18 121 
15 11% 
23 1714 
29%, 17% 

8 5 
62 443/, 
39 20 
4) 97 
22 13% 
101 5% 
12 6% 
66'4 40 
28% 22%, 

5} 34 
12 5 
73} 55 
31 175% 
42 27% 

me 2% 
35 5 
sah 21 
13% 8 

% 444 

5 2) 
30 1 

‘4 
58% Hs 
23 2 
27% 15% 
65 47 

+) 6% 
18% 10 
ae 

5 
11% sh 

9% 6% 

5 2 
33 251 
355 24 
54 39% 
11 6} 
11 5 

7 3} 
57 45 
44 325% 
34 26 
101% Z 
153 101 
13 8 
48 31% 
24 16% 
59% 41 
80 57 
25% 17% 
28%, 1914 
49 39 

3% 2 
65% 50 
114% 8%, 
78 55 
23%, 13) 
33% 21% 
3514 21 
71 445, 
62% 38 

114% 945% 

1% % 
20% 11% 

8% 4% 

TY, 3% 
284%, 16% 
27) 153% 

109% 61% 

5% 3 
43, 36 
20 11% 
151; 8% 
433 24 
1714 9 


Last Div'g 
ale $ Per 
11/38 Share 
6% 4s; 
6h. 
33% 12.00 
64 T1.95 
SH... 
76 2.00 
32% 11.00 
5% Ae 
8% +t 12% 
2234 80 
17% + 50 
13% 1.20 
a 2.00 
50 
th  ‘% 
it + .25 
27%, oaee 
4 coh 
213%, + .30 
9% ae 
8 aaah 
53% t+ .50 
27) 2.00 
ie 
sy, sie 
65 $1.00 
24 tT 25 
331 00 
47 2.00 
32 2.60 
281 37% 
9 oar 
6 ea 
2 wad 
113%, * .50 
14 ante 
55 11.80 
15% 25 
8 + .50 
sai *3.00 
8} t .20 
13 pete 
13% .50 
21 ‘ae 
1% ey 
7) tT 35 
a ‘iets 
29% *1.00 
49 *1.00 
7 wea 
Ta . 
4\ ae 
50 *1.00 
383%, 2.00 
31 + .50 
8 40 
12%, 1.00 
10 ene 
36% t .50 
221%, t .50 
501 +1.00 
68 $1.60 
19 1.20 
27 on 
46%, 4.00 
3% ‘ 
65 3.00 
10% 1.00 
74%, 2.00 
19 ogee 
33 2.00 
29 os 
57% 12.00 
45% ea 
98% 7.00 
% 
16% 
6% 
5% 
231/ : 
22% 1.00 
80 11.50 
cc 
43% 2.40 
17% 
2% 
32% 
12 
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(Continued from page 177) 


lnger term. Satisfactory yield af- 
forded by the issue and the excellent 
potentialities for future price appre- 
dation lead us to believe that the 
shares will again prove profitable 
to you. 





Beatrice Creamery Co. 


Recently I bought Beatrice Creamery 
common for investment at 16%4, on the basis 
that it has earned as much as $7 a share in 
good years. I would, therefore, like to have 
your opinion of my purchase, as your advice 
has been most valuable to me in the past.— 
A. G. L., Dallas, Texas. 


Except for the years of 1933 and 
1984, Beatrice Creamery Co., the 
third largest dairy unit, has an un- 
broken dividend record. Expecta- 
tion of satisfactory earnings during 
1988 leads us to believe that the 
common stock of this company will 
continue to afford the stockholder 
with a satisfactory yield. For the 
year ended February 28, 1938 (or 
the fiscal year of 1937) the company 
regis.ered $2.58 a share on the 378,- 
040 shares of outstanding $25 par 
common stock. In the previous fis- 
cal year the company recorded a net 
equal to $2.49 per share. According 
to the president of the company, 
sales are currently equal to a year 
ago and during March were slightly 
better. The approach of the sum- 
mer season will undoubtedly be of 
further aid to the company in con- 
tinuing to register satisfactory 
profits. A recent change in the 
charter authorized by the share- 
holders will allow the company to 
enter numerous other and comple- 
mentary lines. The company is a 
leading distributor of butter, and as 
pointed out on page 190, of this 
issue, prospects in this division are 
somewhat uncertain. Ice cream 
sales should hold up relatively well 
and on the whole earnings should 
continue to afford reasonable sup- 
port for dividends. At the end of 
the fiscal term the finances of the 
company remained in characteristic- 
ally strong shape, total current as- 
sets being compared to total current 
liabilities at the ratio of approxi- 
mately nine to one. All in all, where 
the stockholder is interested pri- 
marily in income, we can counsel 
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full retention of the shares under 
discussion. 





General Railway Signal Co. 

Each year, without interruption, since 
1933, my shares of General Railway Signal 
have brought me a satisfactory dividend. 
Since the shares cost me 141%, the return has 
been very gratifying but, at this hazardous 
juncture, I would set high value on your ad- 
vice. Is retention definitely warranted? Do you 
foresee a trend back to normal in its replace- 
ment and maintenance bookings?—N. B. f.. 
Boston, Mass. 


At the close of 1937 unfinished 
volume of business for General 
Railway Signal Co. was only 62% 
of that carried over from 1936 into 
1937. This leads us to believe that 
1938 earnings of the company will 
be substantially below the $1.58 per 
share registered during 1937 (for the 
first quarter of 1938 a loss of .11 per 
share was shown against a profit of 
.01 in the like period a year before) . 
Naturally, the company will benefit 
from demand in connection with 
municipal bridge, traction and other 
traffic control work, but the de- 
pressed state of the railroad indus- 
try generally will continue to re- 
strict volume substantially. Until 
some betterment occurs in the rail- 
road industry, therefore, the com- 








pany will have to depend largely 
upon repair and replacement or- 
ders for profits. As this does not 
afford large profit margins, you can 
readily see that lower earnings will 
result. On the credit side, we have 
the strong financial position main- 
tained by the company and its domi- 
nant position in this field. As of 
December 31, 1937 the company 
listed total current assets at $4,827,- 
731 against total current liabilities 
of only $425,385. However, the 
company’s well entrenched position 
in this industry hould enable them 
to make a quick reversal in earnings 
if any improvement in the railroad 
situation takes place. Thus, we can 
recommend retention on future 
potentialities rather than on current 
aspects of the situation. 





Texas Pacific Coal & Oil Co. 


In checking my portfolio I find 30 shares 
of Texas Pacific Coal & Oil acquired at 7% 
last year. How highly do you rate this issue, 
over the near and longer term? I shall be 
thankful to receive your usual prompt reply. 
—L. R. T., Chicago, Il. 


For the quarter ended March 31, 
1938, Texas Pacific Coal & Oil Co. 
registered a net income of $240,218, 
against a profit of $220,500 in the 
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ACTIVE ISSUES 
Quotations as of Recent Date 


1938 
Price Range 


Name and Dividend ‘! “High 


Low Price 


— Recent 


Alum. Co, of Amer.......... 90 58 82 

Amer. Cyanamid B (.60)...... 265%, 15% 18% 
Amer. Gas & Elec. (1.40).... 31% 191%, 30 

Amer. Lt. & Tr. (1.20)....... 144% 10 135% 
Amer, Superpower.......... 11% % 1 

Assoc. Gas & Elec. "A"..... 19% Ye 1% 
Ark, Nat. Gas ""A”......... 4h 2% 3% 
CIEE COND, cigs csc. dees 32 17% 25% 
Cities Service, new...... 11 T%, 10% 
Cities Service Pfd......... 4AT¥, WM 40% 
Colum. Oil & Gas......... 45, 23% 3% 
Consol. Copper (7.3714)...... 6% 31% 43%, 
Consol. Gas Balt. (3.60)... ... 70 55 67 

Creole Petroleum (*.50)...... 274% 17% 21% 
Eagle Picher Lead (¢.10)..... 13% 7 9% 
Elec. Bond & Share......... 101% 4 8%, 
Elec. Bond & Share Pfd. (6) 59 42 571% 
Ford Mot. of Can."A" (1)... 18% 14% 17% 
Glen Alden Coal (7.1214).... 6% 4%, 5 

Gulf Oil of Pa. (+.25)........ 42% 33 36 

Hecla Mining............... 10% 6% 1% 
Humble Oil (¢.3714)........ 70 56 68% 
imperial Oil (*.50).......... 19% 15 16% 


Jones & Laughlin............ 43%, 21 29 


1938 
Price Range 
————~. Recent 

Name and Dividend High Low Price 
Lake Shore Mines (4)........ 58%, 45%, 481% 
Lockheed Air............... 10% 552 I¥e 
er 6% 31% 5 
National Bellas Hess......... 1 Ye % 
New Jersey Zinc (1.00)...... 24% 45% “53 
Newmont Mining (1.50)...... 72 42 59 
Niagara Hudson Power....... 84 5% 814 
Niles-Bement-Pond (+.50).... 38% 24% 31% 
Pan-Amer. Airways (1.50).... 1952 12% 14% 
Pentepec Oil............... TY, 3% 5% 
Pennroad Corp.............. 235% 1% 1% 
Pitts. Pl. Glass (7.25)......... 90 55 T414 
St. Regis Paper.............. 4if, 24 3¥% 
Sherwin-Williams (1.50)... .. 95 66 885 
WWIII soca cou secekn's cde avam 23% 144%, 22% 
United Gas Corp............ 5% 2%, 4%, 
United Lt. & Pwr. “A"....... 33% 1% 3 
United Lt. & Pwr. Cv. Pf...... 265% 13%2 24% 
Wright Hargreaves (*.40). .. .. 8% 6% 1% 


Tt Paid this year. 
* Not including extras. 


t Paid last year. 












Forthcoming Dividend 





Meetings 
Company Time Date 
Allied Chemical & Dye* ... 10:30 May 31 
Allis Chalmers*..... |. .. 1:00 June 3 
Aluminum Co. Pfd.*..... .... —— May 27 
American Agriculture Chemical*.. .. 3:30 June 1 
American Can Pfd........ 2:15 May 31 
American Crystal Sugar Com. & Pid, * *,—— June 1 
American Home Products... .. . 11:30 May 26 
American Snuff Com. & Pfd.... 11:00 June 1 
Anaconda. . 11:10 May 26 
Babcock & Wilcox . RE ecinewwc 12:00 May 26 
Bohn Aluminum & Brass*. .. . 10:00 May 23 
Borg Warner*................ .... 2:00 June 2 
Central Aguirre Associates* 10:00 June 2 
Commercial Solvents........ 9:15 May 25 
Electric Auto Lite*........... .. 11:00 May 25 
General Electric*............. . 12:00 June 3 
General Railway Signal Com. & Pfd.. 11-00 May 26 
Gillette Safety Razor Com. & Pfd.*. 2:00 May 26 
Gieat Western Sugar Com. & Pfd. 19:00 May 25 
Gulf Oil*...... 10:45 May 24 
Hercules Powder Bee Gakic cos : 10:00 May 25 
Holland Furnace Com. & Pfd.* 10:00 May 31 
International Business Machine 11:00 May 31 


International Shoe*....... ako - June 1 


Lehman Corp.*....... go 2:15 June 1 
Loew's, Inc.*............ me 3:30 June 1 
McKeesport Tin Plate*.. 10:00 June 2 
Mohawk Carpet*......... - June 1 
Motor Products*......... eres June 1 
National Cash Register*............ 3:30 May 26 
National Lead Com. & Class B Pfd.... 10:00 May 24 
National Steel*............ - May 26 
North American Co., Com. & Pid.” *.. 11:00 June 3 


Parke, Davis & Co.......... : 2:00 May 25 
Pittsburgh Plate Glass*. . 10:00 May 23 
Pittsburgh Screw & Bolt*......... —— June 3 
Plymouth Oil*......... 11:00 May 25 
St. Joseph Lead*...... 11:00 May 25 
Sharon Steel Com. & Pid. .. — May 24 
Standard Brands Com. & Pfd 7 ———— iy ae 
Twentieth Century-Fox Film Com. & 

.. eae 4:00 June 1 
SONU UNINE io dccccccckssea swe 11:00 May 26 
United Corp. Com. & $3 Cum. Pfd.*.. 2:30 May 26 
Waldorf System*. ........... 1:00 May 23 
Weston Electrical Instrument*.... . ‘ 3:00 May 24 
Wheeling Steel $5 Pfd......... 10:30 May 25 


All meetings on 


wise noted. 
* Approximate date. 


stock unless other- 








like quarter a year earlier. Whether 
or not this rate of improvement will 
continue, depends to a large amount 
on the future developments in the 
crude oil picture. Currently crude 
oil output is about 10% under the 
early 1937 rate. It is possible, how- 
ever, that Texas Pacific Coal will 
continue to register satisfactory 
profits due to recent expansion of 
its production possibilities. During 
1937 seventy-seven wells were com- 
pleted. This naturally points to 
higher production during the cur- 
rent vear if no difficulties are en- 
countered through proration limita- 
tions. For the entire year of 1937 
the company showed a_ profit of 
1.11 per share, spear 72 cents a 
share sustained in 1936. This en- 
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abled disbursements in the way of 
dividends of 40 cents per share and 
we believe that future operations 
will allow at least this rate to be 
continued. At a meeting on April 
20, 1938, the stockholders of the 
company ratified the extension of 
term of charter, and also changed 
the name of the company to Texas 
Pacific Oil Co. A strong financial 
condition is maintained by the com- 
pany, total current assets being as 
of December 31, last, $1,665,346 in- 
cluding cash of $922,970, against 
total current liabilities of only $305,- 
683. Naturally, the shares are rend- 
ered speculative due to the unpre- 
dictable future developments in the 
crude oil industry. On the other 
hand, we believe that the present 
price of the stock tends to discount 
somewhat the adverse factors now 
prevalent. Under the circum- 
stances, retention where the risk in- 
volved is realized may be counselled. 





Electric Boat Co. 


Are you advising the retention of Electric 
Boat. We have 100 shares purchased at 4% 
last year. If you will kindly discuss the out- 
look for this submarine and machinery 
manufacturer, we shall be grateful. 
We are particularly interested in its prospect 


very 


by reason of the proposed extension of our 


naval construction program.—F. B., Detroit, 


Mich. 

It is estimated that Electric Boat 
has sufficient orders on hand from 
the Government to keep its plant 


operating at capacity for approxi- 
mately two years. While this is 


certainly a constructive factor, we 
are still not overly optimistic in re- 
gard to the future market action of 
the company’s stock. For the year 
ended December 31, 1937, earnings 
of 68 cents per share were shown, 
against 48 cents per share a year 
earlier. It is interesting to note in 
this connection that the company 
has never been a large money maker. 
The all-time high of earnings was 
established in 1928 when $1.18 per 
share was recorded. From then un- 
iil 1932, deficits were registered. 
The earnings in 1937 were the high- 
est they have been since the record 
vear of 1928. In view of the large 
backlog of Navy work, we antici- 
pate full 1938 earnings at approxi- 
mately the same level as those of 
1937. The company is simply capi- 
talized having only 752,726 shares 
of common $3 par stock outstand- 
ing. No funded debt is carried. 














The balance sheet position is also 
excellent, total current assets being 
$5,258,390, against total current 
liabilities of only $695,289 at the 
year-end. This should enable main. 
tenance of the 60 cent dividend 
rate inaugurated in 1936. While the 
outlook is considered to be fairly 
promising, particularly in view of 
the contemplated expansion of the 
submarine fleet under the Navy en- 
largement program the shares are 
frankly a speculative vehicle, pri- 
marily suited for longer term hold- 
ing. 





Tennessee Corp. 


Should Tennessee Corp. be held at present? 
Is it the considered opinion of your analysts 
that this fertilizer will ultimately move well 
above present levels? For months now, it 
has been in a very narrow range, between 6 
and 8, a puzzling factor to me, since earnings 
per share rose from 41 cents for 1936 to 
$1.09 for last year—T. E. J., New York, 
N. Y. 

Although earnings. of 
Corp. registered sharp improve- 
ment during 1937, the market price 
of the shares has remained restricted 
because of the uncertain outlook 
which now confronts companies situ- 
ated in the fertilizer industry. Ten- 
nessee Corp. derives most of its 
revenue from the manufacture of 
superphosphates and complete fertil- 


Tennessee 


izers, supplemented by sulphuric 
acid. Some revenue is also derived 
from copper and iron sinter and 


related products. Crop and acreage 
control projects introduce a consid- 
erable element of uncertainty into 
the probable future agricultural de- 
mand for fertilizer and productive 
‘apacity in the industry is excessive. 

making for frequent price wars. We 
beliew e on the whole. however, that 
earnings on a year-to-year basis will 
be lower during the current term. 
During 1937 the company paid out 


$5 cents per share on the 853.696 
shares of $5 par capital stock. This 


is the only class of stock outstand- 
ing and is preceded only by a funded 
debt of $3,823,100. The earnings 
record of Tennessee Corp. leaves 
much to be desired, in that it has 
been in a constant state of fluctua- 
tion over a period of years. This 
may be attributed to the “ups and 
downs” of price competition in 
mixed fertilizer and in_ fertilizer 
materials. Therefore, the immediate 
future of Tennessee Corp. cannot 
be determined until some stabiliza- 
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NOTICE is hereby given that 


ment of 50c per share, both in Canadian 
,, have been declared, and that the same will 
ayable on or after the Ist day of June, 1938, 
in respect to the shares specified in any Bearer 


rency 


he 






International Petroleum 
Company, Limited 


Notice to Shareholders and the Holders of 
Share Warrants 


; semi-annual 
dividend of 75c per share and a special disburse- 


Cur- 


Share Warrants of the Company of the 1929 issue 


pon presentation and delivery 
49 at:— 


THE ROYAL BANK OF CANADA, 
King and Church Streets Branch, 
Toronto, Canada, 


of coupons 


No. 


The payment to Shareholders of record at the 
close of business on the 20th day of May, 1938, 


and whose shares are represented 


by 


registered 


Certificates of the 1929 issue, will be made by 
cheque, mailed from the offices of the Company 


on the 31st day of May, 1938. 


The transfer books will be closed 


from 


the 


91st day of May to the 1st day of June, 1938, 
inclusive, and no Bearer Share Warrants will be 


“split” during that period. 


The Income Tax Act of the Dominion of 
shall be im- 
posed and deducted at the source on all divi- 
dends payable by Canadian debtors to non-resi- 
dents of Canada. The tax will be deducted from 
non-resident 
shareholders and the Company's Bankers will 
deduct the tax when paying coupons to or for 
account of non-resident shareholders. 
ship Certificates will be required by the paying 
Bankers in respect of all dividend coupons pre- 


Canada provides that a tax of 5% 


all dividend cheques’ mailed 


sented for payment by residents of Canada. 
Shareholders resident in the 
are advised that a credit for the Canadian 


United 


withheld at source is allowable against 


shown on their United States 


Federal 


Owner- 


States 


tax 
tax 


Income 


Tax return. If it is desired to claim such credit 
the United States tax authorities require evidence 
of the deduction of said tax. In order to secure 


such proof Ownership Certificates 


(Form 


601) must be completed in duplicate 


Bank cashing the coupons will 
copies with a certificate relative 


to 


endorse 
the 


No. 
the 


both 
deduc- 


tion and payment of the tax and return one Cer- 
ificate to the shareholder. If Forms No. 601 are 
not available at local United States banks, they 


can be secured from the Company's office or 
Royal Bank of Canada, Toronto 


By order of the Board, 


the 


J. R. CLARKE, Secretary. 
56 Church Street, Toronto 2, Canada. 


12th May, 1938. 








DIVIDENDS 
AND 
INTEREST 





UNDERWOOD ELLIOTT FISHER COMPANY 

The Board of Directors at a meeting held 
May 12, 1938, declared a dividend for the sec- 
ond quarter of the year 1938 of 50c a share, on 
the Common Stock of Underwood Elliott Fisher 
Company, payable June 30, 1938 to stockhold- 
ers of record at the close of business June 11, 
1938. 

Transfer books will not be closed. 

C. S. DUNCAN, Treasurer 


Chrysler Corporation 
* DIVIDEND ON COMMON STOCK -°* 


The dir 





of Chrysler Corporation have de 
clareda nd of fifty cents (50c per share on 
the outstanding common stock, payable June 14, 
1938, to stockholders of record at the close of 
business, May 16, 1938. 





B. E. Hutchinson, Chairman, Finance Committee 











OFFICE 
CHICAG 
The Board of Directors of Louisville Gas and 
Electric Company (Delaware), at a meeting held 
on May 5, 1938, declared a quarterly dividend 
of thirty-seven and one-half cents (37%c) per 
share on the Class A Common Stock of the 
Company, for the quarter ending May 31, 1938, 
payable by check June 25, 1938, to stockholders 
of record as of the close of business May 
1938. 

At the same meeting a dividend of thirty-seven 
and one-half cents (37%4c) per share was de- 
clared on the Class B Common Stock of the 
Company, for the quarter ending May 31, 1938, 
payable by check June 25, 1938, to stockholders 
of record as of the close of business May 31, 
1938. 


OF LOUISVILLE GAS & ELECTRIC CO. 
0 ILLINOIS 


J. J. MCKENNA, Treasurer. 





A MESSAGE 


TO PRESIDENTS 


Create investor confidence in your securities by publishing your dividend notices, when 


declared, in these columns. 


Such 


publication 


brings the investment features of your 


stock to the attention of stockholders of record who read The Magazine of Wall Street 


consistently for financial 


guidance. 





Imperial Oil Limited 
Dividend 


NOTICE TO SHAREHOLDERS AND THE 
HOLDERS OF SHARE WARRANTS 


NOTICE is hereby given that a semi-annual 
dividend of twenty-five cents (25c) per share 
and a special disbursement of thirty-seven and 
one-half cents (37%4c) per share, both in Cana- 
dian currency, have been declared and that the 
same will be payable on or after the Ist day of 
June, 1938 in respect to the shares specified in 
any Bearer Share Warrants of the Company of 
the 1929 issue upon presentation and delivery 
of Coupons No. 49 to any Branch of: 


THE ROYAL BANK OF CANADA, in Canada, 


The payment to Shareholders of record at 
the close of business on the 18th day of May, 
1938, and whose shares are_ represented by 
registered Certificates of the 1929 issue, will 
be made by cheque mailed from the offices of 
the Company on or before the $list aay of 
May, 1938. 

The transfer books will be closed from the 
19th day of May to the 3lst day of May, 1% 8, 
inclusive, and no Bearer Share Warrants will 
be ‘split’? during that period. 


Under The Income War Tax Act of the Do- 
minion of Canada a tax of 5% is imposed on 
all persons who are non-residents of Canada in 
respect of all dividends received from Canadian 
debtors, and such tax must be withheld at the 
source. The above tax will be deducted from 
all dividend cheques mailed to non-resident 
shareholders and the Company's Bankers will 
deduct the tax when paying the dividend to or 
for the account of non-resident shareholders on 
presentation of coupons. Ownership ce rtificates 
will be required by the paying Bankers in res- 
pect of all dividend coupons presented for 
payment by residents of Canada. 


Stockholders resident in the United States 
are advised that a credit for the 5% Canadian 
tax withheld at source is allowable against the 
‘ax shown on their United States Federal income 
tax return. If it is desired to claim such credit 
on the return the United States tax authorities 
require the receipt or certificate of the Cana- 
dian Commissioner of Income Tax for such 
payment. In order for the taxpayer to secure 
such proof from the Canadian Commissioner it 
is necessary for the United States stockholder 
to submit, at the time of cashing his dividend 
coupon, an ownership certificate on Canadian 
form £601. Only in this way can the Canadian 
Commissioner identify the withheld Canadian tax 
with the specific recipient of the dividend in 
order to furnish the necessary individual re- 
ceipt. If Forms 2601 are not available at 
local United States banks, they can be secured 
by requesting the same from the Company's 
office or at any branch of The Royal Bank of 
Canada, in Canada. 

BY ORDER OF THE BOARD, 
F. E. Holbrook, Secretary. 
56 Church Street, 
Toronto, Ontario. 





DIVIDENDS RECENTLY DECLARED 





Corporation 
Allegheny Steel Pf¢ 
American Home *roducts 
American Metal Co., Ltd 
American News Co 
American Tobacco. . 
American Tobacco B 
Archer-Daniels-Midland 
Atlantic Refining 


Bristol-Myers Co 
Brown Shoe 


Chrysler Corp 

Collins & Aikman. 

Compania Swift Internacional 
Consolidated Edison...... 
Crown Zellerbach Conv. Pfd 


Diamond Match. . 


Fajardo Sugar. .... 
Freeport Sulphur. 


General Motors. ...... Ah 
Great Atlantic & Pacific Tea Co 


Hollinger Consolidated Gold Mines 
Homestake Mining Co 


Inland Steel........ 
Liggett & Myers Tobacco 


Rate 
7.00 
2.40 
0.25 
0.25 
5.00 
5.00 
0.25 
1:00 


2.40 
0.25 


0.50 
0.25 
2.00 
0.50 
5.00 


0.25 


1.00 
2.00 


0.25 
1.00 


0.65 
4.50 


0.50 
4.00 


Period 


Stock of Stock of 
Record Payable Corporation Rate Period Record Payable 
5/14 6/1 Liggett & Myers Tobacco B. 4.00 Q 5/17 61 
5/14 6/1 
5/20 6/1 May Dept. Store.......... 3.00 Q 5/17 62 
5/9 5/16 Parker Rust Proof.............. ... 0,80 Q 5/10 61 
5/10 ot Petroleum Corp. of America. . ... 0,40 — 5/12 5 28 
5/10 o/t Purity Bakeries...... 00.0.0... 0000. 0.15 — 5/16 61 
5/21 6/1 
5/20 6/15 Rustless Iron & Steel Pfd.... 2.50 Q _5 14 61 
3/16 6/1 Standard Oil of California........... 1.00 Q 516 615 
5/20 6/t Standard Oil of Califomia........... 0.10 Ex 5/16 615 
5/16 6/14 Standard Oil of Indiana............. 1.00 Q 5/16 6.15 
5/19 6/1 Standard Oil of New Jersey......... 1.00 Ss 5/16 615 
5/14 6/1 Standard Oil of New Jersey......... 0.50 Ex 5/16 615 
5/13 6/15 Sterling Products................... 3.80 Q 5 16 61 
5/16 6/1 
Texas Pacific Coal & Oil............ 0.40 Q 5 11 61 
6/1 
wer Union Tank Car.............. +s §=6EDD Q 5,16 61 
5/16 6/1 United Biscuit............. 0.25 = 5/13 61 
5/12 6/1 
5 Van Raalte............... teagas 0.50 — 5/19 61 
5/12 6/13 Vick Chemical.................... 2.00 Q 5/16 61 
5/13 6/1 Vick Chemical.............. ieee 0.10 Ex 5/16 61 
5/6 5/20 Westinghouse El. & Mfg............ 0.50 a 5/10 5 27 
5/20 5/25 Westvaco Chlorine Products......... 1.00 Q 5/10 61 
5/13 6/1 Q—Quarterly. M—Monthly. S—Semi-annually. Ex—Extra. 
5/17 6/1 All designations are common stocks unless otherwise noted. 
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tion in prices has been reached. 
Nevertheless, we believe that the 
present prices of the shares in the 
market have discounted the unfav- 
orable factors prevalent. On a price 
basis, therefore, the shares might be 
held as a temporary expedient on 
the possibility that further general 
market recovery will tend to carry 
this issue along with it. 





American Brake Shoe & Foundry 
Co. 


What is your attitude towards American 
Brake Shoe & Foundry Company, of which 
I have 200 shares? On the one hand, the 
March report showed a considerable drop in 
earnings—on the other, if improvement in 
automotive and railroad buying is not too 
fur off, this should be one of the most attrac- 
tive issues today—L. K., Oklahoma City, 
Okla. 


We do not believe that the true 
worth of the shares of American 
Brake Shoe & Foundry Co. can be 
measured by the current outlook. 
To determine the value of these 
shares to the stockholder, it is 
necessary to study the past per- 
formance of the company. Doing 
this, we find that in only one year, 
1932, did the company report a 
deficit and dividends have been paid 
continuously since the company’s 
inception. This good earnings rec- 
ord may be attributed to the fact 
that there is a more or less steady 
replacement demand for such items 
as brake shoes, castings, forgings, car 
wheels, etc. Naturally, we would be 
overly optimistic if we anticipated 
1938 earnings to compare with 
those of 1937. The decline in earn- 
ings during the initial quarter of the 
current term, from the $1.06 per 
share sustained during 1987 quarter 
to 22 cents per share in the like 
quarter of 1938, suggests a_ trend 
which may continue for some time 
to come. Certainly, first half-year 
earnings will be substantially below 
the $2.29 per share registered in 
1937. However, the strong finances 
of the company, total current assets 
at the end of the first quarter 
showed a ratio to current liabilities 
of approximately six and a half to 
one, may influence direetors to con- 
tinue dividend payments, even 
though there will probably be some 
scale-down from the $3.40 per share 
paid on the common during 1937. 
Earnings of American Brake Shoe 
will continue depressed as long as 
there is no demand realized from the 
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automotive and railroad industries. 
Given any pickup in this business, 
earnings should show a sharp re- 
versal and again enable liberal divi- 
dend payments. In our opinion, the 
present depressed price of the shares 
has amply discounted all of the ad- 
verse factors and for one who is 
seeking longer term appreciation, 
the stock should prove profitable. 





Building Outlook Hopeful 





(Continued from page 145) 


smaller than today) will have been 
born in the decade of the twenties 
when we grew at 1,700,000 per year. 

But we have been dealing so far 
mainly with new construction re- 
quired for new families. Besides this, 
there is certain to arise ultimately a 
very large replacement market, the 
importance of which may entirely 
offset the decline in the demand for 
new homes after we have passed the 
decade of the forties. In the auto- 
mobile industry, it is the replace- 
ment market that dominates the pic- 
ture. But in the home building 
industry we have never yet had an 
important market of this type. It 
has in fact been extremely rare in 
out past to pull down a house and 
put a new one in its place. If a home 
were demolished at all, it was very 
generally because of the growth of a 
city’s business or industrial section 
and new stores, factories and office 
buildings were far more apt to re- 
place demolished houses than new 
residential structures. The apart- 
ment house in the very large cities is 
about the only exception to the 
above. 

In the days of our rapid increase 
of population, the owner of a house 
was far more likely to sell or rent it 
to persons in a lower strata of in- 
come than to demolish and replace 
it. He himself moved on to a more 
desirable section where he built a 
new home, which is the reason for 
the preponderating importance of 
new construction in the home build- 
ing field in our past. 

But since the depression, an un- 
precedented amount of attention has 
been concentrated on the state and 
condition of our existing residential 
plant. The Real Property Inventory 
first brought to the nation’s atten- 
tion the desirability of replacing an 
enormous number of homes which 


might have been acceptable in the 
days when our immigrant popuk. 
tion was still accustomed to Eun. 
pean rather than American stand. 
ards of living, but which today ar 
being viewed in the light of a new 
civic consciousness. Undoubtedly 
realities of incomes and costs haye 
frequently been lost sight of. Never. 
theless replacement in the blighted 
areas is already a factor in the con. 
struction industry and its importance 
will increase with the years. 
Then came the realization that a 
great number of homes built in the 
boom days had been constructed in a 
fashion far below the new standards 
that have been developed by the 
building industry in recent years. 
The Federal Housing Administra- 
tion has, especially in this respect, 
done a notable piece of work through 
its appraisal system. Many a single 
family house or apartment building 
that passed muster in the boom days 
of the twenties would have no chance 
whatsoever of obtaining today an 
F HA guaranteed mortgage because 
of the far higher standards of con- 
struction that are now demanded. 
Moreover, our boom-built homes 
of the last decade will be on the 
average fully twenty years old in the 
middle of the decade of the forties. 
They were built at a time when 
home construction was not studied 
as today. There was none of the 
careful attention to the utilization 
of every inch of space the best 
possible advantage that architects 
are giving to the problems of home 
building today. A great number of 
new building materials and new 
forms of equipment have entered the 
picture since the twenties. At that 
time, it was exceedingly rare to insu- 
late a house. Today insulation is 
considered a necessity and homes 
built without some form of insula- 
tion in 1936 and 1937 were very 
much in the minority. Tomorrow 
air conditioning may be available at 
an economic price to the average 
occupant of better class homes. 
Ancient houses do not lend them- 
selves readily to too much moderni- 
zation. It will gradually become 
apparent that an entirely new home 
of the vintage of 1940-45 is as much 
superior to a 20-year-old structure 
of the twenties as the present-day 
automobile is to the car of 1915. 
Granted, we still put homes together 
much as we did generations ago, the 
fact nevertheless remains that the 
design, materials, standards are all 
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What and When to Buy 


FOR PROFITS 


Fast, Definite Telegraphic Service Keeps You 
Informed on Stocks with Exceptional Near-term 


Profit Possibilities in Current Market Movements 


\83 points profit, with no losses, have been available on 
our recent recommendations . . . carried only 12 days on 


an average. 


These profits will grow materially as the market advance 
orogresses. Before the general public realizes that an 
intermediate recovery is under way, our subscribers will 
have converted many of their profits into cash. They will 
then be in a position to take full advantage of new oppor- 
tunities as they develop. 


Profit in Initial Stages of Recovery 


important stock movements, at their inception, are forecast 
‘gh degree of accuracy. Our 
unique baromet- only take into consideration chart 
fluctuations of broad stock averages, but also tape action, 
business indices, the bond market and many other factors. 
Combined with our statistical resources and personal con- 
tacts, these indicators have enabled us to serve our clients 
advantageously, in all types of markets, over a period of 


by our énalysts with 


20 years. 


You will be advised, by mail and by telegraph, what and 


when to buy and when to take your profits, with the assur- 
ance that all commitments are being kept under our con- 
tinuous supervision. You will follow one: or all of our three 
specialized programs, determined by your objectives and 
your capital or equity. THE FORECAST is conducted to meet 


your individual wishes and requirements. 
Rare Profit Opportunities Developing 


Do not miss the substantial profits which the present market 
affords and those that will develop over the balance of 1938. 
Our analysts, after weighing inflationary measures, tax 
modifications, credit expansion and the fundamental indus- 
trial outlook as affecting hundreds of leading stocks, will 
recommend those likely to be the leaders of each stage of 
the recovery. 

Place your enrollment to THE FORECAST to participate in 
our current advices and new selections as made. Mail the 
coupon below with your remittance today. Only 15 points 
profit on even 10 share commitments would more than cover 
our service for a full year. These profits may readily result 
from our first recommendations to you. 


Enroll Now .. . Your service will start at once but date from July 1, 1938! 








Free Air Mail 
Service 


Check here if you wish 
Air Mail and it will expedite 
delivery of our weekly and 
special bulletins. This ser- 
vice is provided FREE in 
such cases in the United 
States and Canada. 


Growth of Your 
Capital 

We serve only in an advisory 
capacity, handle no funds or 
securities and have no finan- 
cial interest in any issue or 
brokerage house. Our sole 
objective is the growth of 
your capital and income, 
through counsel to minimize 
losses and secure profits. 





THE INVESTMENT AND BUSINESS FORECAST 
of The Magazine of Wall Street 


CABLE ADDRESS: TICKERPUB NEW YORK, N. Y. 


90 BROAD STREET 
I enclose $75 to cover my six months’ test subscription to The Investment and Business Forecast with ser- 
vice starting at once but dating from July 1, 1938. I understand that regardless of the telegrams I 
select, I will receive the complete service by mail. ($125 will cover an entire year’s subscription.) 


Send me collect telegrams on all recommendations checked below. (Wires will be-sent you in our Private 


Code after our Code Book has had time to reach you.) 
ct TRADING Active Common Stocks for Short Term Profit. Two or three wires a month. 
= Three to five stocks carried at a time. $2,000 capital sufficient to act in 10 


ADVICES shares of all recommendations on an outright basis. 
7 UNUSUAL Low-priced Common Stocks for Market Appreciation. Two or three wires a 
- month. Three to five stocks carried at a time. $1,000 capital sufficient to buy 


> 1 OC 
OPPORTUNITIES 10 shares of all recommendations on an outright basis. 


Dividend-paying Common Stocks for Profit and Income. One or two wires a 
month. Three to five stocks carried at a time. $2,000 capital sufficient te buy 
10 shares of all recommendations om an outright basis. 


BARGAIN 
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changing—and changing rapidly. 
It is for the above reason that cost 
comparisons between 1926 and toda y 
are of doubtful value. We are learn- 
ing to build a very different and 
much better house than was erected 
in the past—a much smaller house, 
it is true, but for that very reason 
more suitable to the demands of the 
present-day family which is tending 
to average under, rather than over, 
four people. The day of 12- and 16- 
room houses for the rank and file of 
middle class people is entirely over. 
There is moreover today a far 
wider acceptance of the importance 
of the surroundings of the home. 
Even people with very little money 
do not care to live in checkerboard 
developments, devoid of breathing 
spaces, playgrounds and greenery, 
that we so often built in the past. 
We are beginning to learn that there 
is a tremendous field for city plan- 
ning, development planning, and co- 
ordination of the home with its 
surroundings—not only from the 
Viewpoint of beauty and _pleasant- 
ness of living—but from the utili- 
tarian view as well. The automobile 
is in many respects the most domi- 
nating factor in the American scene. 
Very few of our cities or home de- 


velopments were planned with the 
automobile in mind. A vast amount 
of replanning, redesigning and re- 
building are essential if the average 
American is to get anything like the 


full benefit from his automobile. 
The tendency in the building in- 


dustry today is to think in terms of 


home surroundings as much as in 
terms of construction of the home 
itself. The Architectural Record 
recently issued a booklet describing 
a “New Community Plan” designed 
by Frank Lloyd Wright which has 
had marked influence not only on 
the architectural profession but on 
the entire building industry. It is 
entirely conceivable that cities or 
home developments such as Mr. 
Wright envisages will some time in 
the not too distant future begin to 
replace large numbers of our anti- 
quated home structures, thereby 
opening up a vast new replacement 
market which the building industry 
has never had before. Nor is it at 
all impossible that the great bulk of 
this transformation will be done with 
private capital, although of course 
the cooperation of government, espe- 
cially the municipalities, is essential. 

Very significant in respect to the 
above is the announcement that the 
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Great American Ins. CH. 20) ' 23% 243%, 


t Includes extras. 


Bid Asked Bid Asked 
Bankers (2)........... . 44% 4614 Hanover F. (1.60) SN cae ate wa SC 301% 
Bank of Manhattan (1.50). 21% 2234 Hartford Fire (2)..... 671% 6914 
Bank of N. Y. & Trust (14) 331 339 Home (11.60)... 2514 26354 
Brooklyn Trust (4)......... 76 81 Ins. Co. of North Dilan G 2. 50). 581% 601% 
Central Hanover (4)... . 8514 8814 National Fire (2)....... 53% 55% 
Chase (1.40)........... 2914 31% Phoenix (72.59).......... ee 72 
Chemical (1.80).......... 3814 4014 St. Paul F. & M. (17.50) < 457 185 
Commercial National (8). . . 129 135 @ Sun Life Can. (15)........ . 420 470 
First National (100)... . 1585 1625 Travelers (16)............ . 433 443 
Guaranty (12)......... . 222 227 United States Fire (+2). . 41%, 49% 
Irving Trust ¢.60)....... 11 123 Westchester F. (11.60) 28 29/6 
Manufacturers (2)... .. . ; 3314 351% 
Netionsl City (1)...... ; 23% 24% Amerex ip nama a om 21 
New York (5) coe rt senses . 84 ‘ 87 Brit. Type Investors. ... 25 .40 
United States Trust (770). . 1485" 1535 Rilisck Feed ...... 11% 13 
_ Corporate Trust—AA. 2.36 aoe 
E INSURANCE COMPANIES Fidelity Fund........... . 16.70 17.98 
Bid Asked! Incorporated Investors. ... . 15.65 16.83 
Aetna Cas. & Sur. (71.75) 84g 88 Maryland Fund......... 5.06 5.55 
Aetna Ins. (1.60)...... 43 454 Mass. Invest. Trust..... 2 18.46 19.59 
Aetna Life (7.50)... .... 23%, 25% Nation-wide Securities. . 2.74 2.84 
Am. Surety (2.50). . .. 40% 42, No. Amer. Trust Shares 1958 2.09 Be 
Boston (721).. : , 531 541 Quarterly Income Shares. . 8.87 9.72 
Fireman's anery ( 30). 1%, 9 Spencer Trask Fund..... : . 13.62 14,34 
Glens Falls (1.60). . 38 40 Uselps Voting Shares... . 82 .90 









Metropolitan Life Insurance Con- 
pany, one of the greatest gatherers 
of private savings in the entire na- 
tion, will erect housing of an esti- 
mated value of more than $35,000. 
000 in one area in New York as part 
of an even larger program. Not only 
is the Metropolitan thereby assur- 
ing an outlet, so badly needed for 
the savings of the nation, and creat- 
ing work for thousands of people, 
but it is setting up a new landmark 
and preparing the way for a new 
home building industry. The project 
calls for a completely integrated 
“city within a city” with perfect co- 
ordination between the individual 
home and its surroundings. No 
doubt parks, playgrounds, 
garages, and a layout to assure the 
most profitable utilization of the 
automobile will all be incorporated 
in the plan. Furthermore, only by 
such large scale construction of great 
numbers of home units at one time 
can the problem of building costs be 
adequately solved. It is not possible 
in home construction to obtain the 
benefits of mass production to any 
comparable degree with the auto- 
mobile industry in which the con- 
veyor belt is the dominating factor. 
But it is possible to obtain some of 
the benefits of mass production in 
the purchasing of material, utiliza- 
tion of labor, and absorption of over- 
head through large scale projects 
such as the Metropolitan Life Insur- 
ance Company is planning. It is well 
to watch this development. It is a 
step towards a new building 
dustry. 
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You and Your Broker 





(Continued from page 161) 
borrowed” and “failed to deliver” 
under Current AssETs. 

Free credit balances (a) refers to 
credit balances in accounts carrying 
long stock paid for in full, or to 
plain cash balances 

Total credit balances i in short ac- 
counts liquidating (not liquidated, 
please note), to an equity refers to 
short accounts in which there would 
be a credit balance if all the shorts 
were covered at the market. Total 
credit balances here are amounts 
credited on stock sold short plus 
margins put up on the short stock. 
Should prices rise high enough to 
wipe out the margin, then only the 
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current market value of securities 
carried short in the account would be 
shown under Customers’ accounts in 
deficit. Securities short for accounts 
(a), (b) and (c) are direct liabili- 
ties of the firm. 

Since the figures in a condensed 
statement are enlightening only in a 
relative sense, the most logical way 
of evaluating them is by comparison 
with the statements of one or several 
other houses. Size alone is of less 
importance than the relationship be- 
tween working capital and total 
debit balances, for instance, or that 
between firm accounts and net work- 
ing capital. If a large part of quick 
assets are in the form of securities, 
whether belonging to the partners 
individually or to the firm, then net 
working capital should ordinarily be 
greater In provortion to the size of 
the business. 

You are no longer forced to en- 
trust your brokerage account to the 
law of averages, relying upon the 
good record of member firms 
throughout the depression. The facts 
are now available if you care to use 
them. 





Allied Chemical Co. 
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in a certain year might amount to 
$10,000,000, or $10 a share on the 
stock, but dividends of $12.50 per 
share are paid, partially out of sur- 
plus. Then, in addition to its earn- 
ings of $10,000,000, the company 
would receive and credit to income 
account an additional $2,500,000. 
representing the dividends of $12.50 
per share on 200,000 shares held in 
the treasury. Total income would 
thus amount to $12,500,000, or 
$12.50 per share, equal to the earn- 
ings paid out in dividends. Only a 
breakdown of income figures or an 
analysis of surplus account would 
reveal that the company actually 
earned only $10 per share, instead of 
$12.50. 

Allied Chemical corrected these 
subjects of criticism, and in 1933 
began to disclose information as to 
other security holdings. The two 
largest blocks were 224,000 shares of 
U.S. Steel and 90,000 shares of Air 
Reduction, since split three for one 
so that the holding is 270,000 shares. 
A reserve of $40,000,000 had been 
set up in 1931 to provide for fluctua- 
tions in the market values of invest- 
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ments, and by 1935 the company 
could announce that the reserve was 
free and clear, with quoted securi- 
ties having a value larger than the 
total cost of both quoted and un- 
quoted securities together. 

Other holdings since reported in- 
clude substantial amounts of U. S. 
Government issues, common and 
preferred stock in the Virginia-Caro- 
lina Chemical Co., 54,500 shares out 
of a total of 100,000 outstanding in 
the Sloss-Sheffield Steel Co., and 
three 1937 acquisitions — Interlake 
Iron common, Reynolds Metals 
214%, notes, and New York City 
bonds. Another change during 1937 
was the sale of 73,500 shares of U.S. 
Steel, reducing the holding to 150,- 
500 shares. A profit on sale of se- 
curities amounting to $856,661 was 
reported, indicating that if no other 
security sales contributed to the 
profit the selling price on the block 
of Steel was approximately $12 a 
share above its cost. The remaining 
150,500 shares of Steel are carried at 
a cost of $12,028,452, or about $80 
per share, while the Air Reduction 
which cost $3,248,060 was worth 
$13,365,000 at the vear-end, making 
available a profit of over $10,000,000 
when the company wishes to take it. 

The make-up of the balance of 
investments is still unknown, but the 
$40,000,000 reserve which is carried 


larger than the total cost of these 
items and a good part of this reserve 
will eventually find its way into 
surplus. Treasury holdings of Allied 
Chemical stock now consist of 187,- 
189 shares carried at a cost of $25,- 
837,300. Current assets of $98,683,- 
052, including $36,947,680 in cash, 
are almost nine times current liabili- 
ties and provide net working capital 
of $87,331,462. 

Capitalization consists solely of 
2.401.288 shares of common stock, 
from which must be deducted the 
treasury holdings, and dividends of 
$6 per share have been paid regu- 
larly since 1927. A special dividend 
of $1.50 was paid last December, but 
the company has decided to revise 
its payment dates, so that the spe- 
cial payment was not necessarily an 
indication of future extras. Back in 
1929 and 1930 two stock dividends 
of 5% each were declared, with the 
remark that the company was “com- 
mencing distributions” of this nature. 
Although the depression soon made 
it advisable to suspend such a pro- 
gram, there is reason to believe that 
a spell of prosperity would bring up 
again the subject of stock dividends, 
if not a stock split-up. 

Any plans dependent upon large 
profits, however, had best be forgot- 
ten in considering the present and 
the immediate future. The presi- 
dent of Allied has reported a drop 








among liabilities is considerably 

OVER - THE - COUNTER 

ACTIVE ISSUES 
e 
Quotations as of Recent Date 
Bid Asked PUBLIC UTILITIES— (Continued?) 
American Hardware (1.00) . @WY% 22 Bid Asked 
Columbia Baking (1.50) 6 eihion 5 7 Long Island Ltg. Pfd. ‘*A" (3.50) 351% 37 
Crowell Publishing Co. (3)......... 291, 31% Nebraska Power 7% Pfd.. 106% 108 
Dictaphone Co. (7.50)..... . 30 34 New Orleans Public Serv. Pid. $7... 6834 10%, 
Draper Co. (13.50). . : 48 51 Nor. States Pwr. Pfd. (7%). . 67%, 70 
Garlock Packing (1.00)... soe ST 3414 Pacific Power & Light Pfd. (7%) . 56% 
Mercke & Co............. . 20 22 Tennessee Elec. Power 6% Pfd.’.. 58, 59%, 
National Casket (+1.50)..... . 4 45 Tennessee Elec. Power 7% Pld 6414 66 
Norwich Pharmacal (2). . ; . 33% 3514 Texas Power & Light Pfd. (7%)... 93 95 
Ohio Leather (7.25)..... ern i 11 
Scovil Mfg. (T.50)...... s ata:o aa» ae 21%, TELEPHONE & TELEGRAPH 
Singer Mfg. Co. (*6.00)....... . 228 235 
Trico Products (2.50)........ . 29 31 American Dist. Tel., N. J. (71.25) 83 87 
Willcox & Gibbs (.50) ; os 9 12 Emp. & Bay State (4)........ 50 58 
Inter Ocean (6.00).......... , 64 

, Mountain States Tel. & Tel. (7.00) 107 111 
: a eee N. Y. Mutual (1.50)........ sina OEE 19 
Alabama Power Pfd. (7)......... . 66% 68%, Peninsula Telephone (2). ... . 25 
Carolina Power & Light Pfd.(7)..... 73% 16 Peninsular Telephone Pfd. "A" (7).. 109 113 
Central Maine Power Pfd. (6)... . 61% 63% Southern New England Tel. (8) 135 137 
Dallas Power & Light 7% Pfd....... 114 116 + Paid thi 
Jersey Central Pwr. & Lt. 7% Pfd.... 74 76 ann MES Ye SEs 
Kansas Gas & Electric 7%.......... 106% 108% t Paid last year. 
Kings Co. Ltg. 7% Pld.......... . 38 42 * Not incl. extras. 





















of 25% to 30% in gross business 
during the first quarter of the cur- 
rent year, with earnings below the 
$1.50 dividend payment, although 
continuing “substantial.” From the 
experience of other companies in 
the field it seems probable that any 
drop in volume will be accompa- 
nied by a drop of close to double 
the percentage in net profits. Thus 
far in the year, therefore, Allied has 
indicated a rate of operations which 
would not provide much better 
than half the earnings of last year. 

Revival in a number of the cus- 
tomer industries would quickly 
change this outlook, and just as 
heavy chemicals were among the 
earliest sufferers from the decline, 
they would also be highly sensitive 
to the beginniugs of a pick-up. Allied 
Chemical, selling to yield about 
444% on its reasonably secure $6 
dividend, is one of the more attrac- 
tive opportunities of profiting from 
an eventual reversal of recent trends 
in general industry. 





New Tax Law as a 
Business Aid 





(Continued from page 142) 


were taxed at the maximum rate of 
79 per cent, he could deduct only 
$2,000 of his net capital losses from 
his other income. He thus saw his 
upper bracket income practically 
confiscated, while at the same time 
he received no tax benefit from his 
capital losses. Under the new law, if 
his eapital losses are large enough, 
their tax effect may be to materially 
reduce or even entirely eradicate his 
tax on his other income. For a man 
of means, the incentive under the 
old Jaw to take risks was practically 
nil. The new law is at least headed 
in the direction of re-establishing 
the incentive. 

While these important changes for 
the treatment of capital gains and 
losses have been made for individu- 
als, partnerships and trusts, they do 
not apply to corporations. To them, 
capital gains are taxable the same 
as other taxable income, and capital 
losses in excess of capital gains are 
not deductibie except to the extent 
of $2,000. On the other hand, an 
important change applying to all 
taxpayers—including corporations— 
has been made with regard to the 
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treatment of worthless securities. 
Under the old law, such losses were 
fully deductible from other taxable 
income. Under the new law they 
are treated the same as capital 
losses, with all of the limitations 
that go with capital losses. 

The real step-children of our Fed- 
eral income tax laws are still the 
holding companies. But even for 
them, something has been done in 
the line of possible escape from the 
tax strait-jacket in which they now 
find themselves. True, the tax on 
inter-company dividends has been 
increased, but the elimination of the 
undistributed profits tax vastly sim- 
plifies the inter-company distribu- 
tion problem. And the principle of 
encouraging the liquidation of hold- 
ing companies—at bargain tax rates 
—has been further extended. 

In addition, many other impor- 
tant changes have been made in the 
law, most of them of a constructive 
nature. For instance, the granting 
to corporations of a new chance this 
year, and every third year there- 
after, to re-declare capital stock tax 
values, will afford them a needed 
opportunity to fix these values more 
in line with current judgment of 
near term and future earnings. 

These and other changes should, 
on the whole, be good for business. 
And, had they been made before 
business deterioration was permit- 
ted to make so much headway, their 
tonic effect would have been so 
much the greater. 





Outlook for Food Companies 
Mixed 
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demand. Not only is the demand 
for bakestuffs more sensitive to 
changes in public purchasing power 
than most food products, but the 
greatest decline in sales is usually 
shown in the specialty lines, such 
as cakes and pastries, and which are 
normally depended upon to offset 
the slim margin of profit on bread 
and rolls. Large baking companies 
also are being continually menaced 
by the policy of leading chain store 
organizations in selling their own 
bread, etc., as loss leaders to attract 
patronage. Most of the large bak- 
ing companies, including Ward, 
General and Continental suffered 





last year as a result of the highe 
prices for their chief ingredients, ang 
earnings were blighted by inventory 
write-offs. With high-cost inven. 
tories largely liquidated, current re. 
sults should be better by compari- 
son. Both Ward and Continenta] 
Baking, however, are likely to ex. 
perience a loss of volume in the more 
profitable cake and specialty lines, 
General Baking, on the other hand, 
with products heavily concentrated 
in bread and rolls premises to show 
moderately improved _ earnings, 
Earnings of Purity Bakeries are 
likely to continue restricted by un- 
profitable results of the company’s 
Cushman retail outlets. 

Both National Biscuit and Loose- 
Wiles, the two leading bakers of 
crackers and fancy biscuits, have 
been struggling against competition, 
born during the last depression. 
During 1930, several smaller bakers 
whose scope had previously been 
limited to their immediate territory, 
enlarged their production and sold 
their product in bulk quantities to 
chain stores and wholesale grocers 
at substantially lower prices. Their 
initial success attracted several new 
companies to the field, with the re- 
sult that both National Biscuit and 
Loose-Wiles have been hard pressed 
to retain their trade standing in the 
large Eastern urban and industrial 
cities which comprise their princi- 
pal markets. Earnings of both com- 
panies, as a consequence, have been 
unimpressive for the past several 
years. Last year increased wages, 
social security taxes and higher raw 
material costs imposed additional 
burdens. Profit margins this year 
sheuld be partially restored by the 
decline in raw material prices, but 
the sales volume of the more profit- 
able items will be cut by restricted 
consumer buying power. United 
Biscuit, with operations concen- 
trated in the West, has fared some- 
what better competitively than its 
larger rivals and currently appears 
less likely to feel the effects of re- 
duced employment, than the com- 
panies serving the industrial East. 
Farning should continue to warrant 
the continuance of dividends. 

The flour milling division of the 
food industry is comparatively the 
most stable. Consumption is main- 
tained on a fairly even keel, year in 
and out; fluctuations in wheat prices 
are ironed out by hedging opera- 
tions; and competition is on a more 
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rational basis than in any of the 
other divisions of the food industry. 
Competition between the leading 
flour millers is manifested chiefly in 
their rivalry in promoting the sale 
of packaged flour and_ specialty 
products. The latter items are par- 
ticularly profitable. While neither 
General Mills nor Pillsbury Flour, 
the two leading milling companies, 
have prospects of developing earn- 
ings greatly in excess of their aver- 
age for the past several years, their 
shares, nevertheless, are dependable 
mediums for secure income. 

Prospects for the leading dairy 
products companies at this time are 
decidedly mixed. The New York 
milk market, vital to both National 
Dairy and Borden, has been demor- 
alized by severe price cutting in 
store sales of milk, with some retail- 
ers selling milk below the prices set 
by leading distributors. The situa- 
tion has become so acute in the New 
York area that efforts are being 
made to have the Federal Gov- 
ernment fix the prices to be paid 
farmers and license distributors. 
The effect of this situation upon the 
profits of National Dairy and Bor- 
den is exemplified in the case of the 
former last year. National Dairy 
sold $137,000,000 worth of fluid 
milk, as compared with total sales of 
all products amounting to $351,000,- 
000. But of net profits totaling 
$10,290,231, milk contributed only 
$2,265,000. Last year, however, 
National Dairy showed an increase 
of nearly $22,000,000 in sales, while 
net sales of Borden last year were 
somewhat lower than in 1936. The 
more favorable showing made by 
National Dairy reflects the inceas- 
ing success of the company in de- 
veloping the sale of such products 
as packaged cheese and ice cream. 
In these two fields the company 
outranks Bordens. Both companies, 
however, were handicapped last 
year by higher operating costs in 
every department, and_ per-share 
earnings were lower than in 1936. 
Both companies have officially inti- 
mated that profits declined further 
in the initial quarter of this year. 
Sales of National Dairy, however, 
were only 1% under a year ago and 
from this point on both sales and 
earnings should be benefited by the 
seasonal impetus given to ice cream 
sales. 

Beatrice Creamery, to a much 
greater extent than either Borden 
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or National Dairy, relies on the sale 
of butter, cheese 
cream sales are also important and 
during the past several years the 
company has undertaken new ven- 
tures with varying success. Par- 
ticuarly interesting is the progress 
being made in the utilization of cold 
storage facilities in distributing fish 
and seafood. During the winter 
months, the company is planning to 
try out the distribution of frozen 
foods, utilizing idle refrigerating 
equipment. If this proves success- 
ful, it may be a step which would 
augment the earnings of all the lead- 
ing dairy units and faciltate the 
growth of the frozen foods indus- 
try. At the moment, however. 
Beatrice is faced with a declining 
trend in earnings. Production of 
butter is increasing quite fast, while 
consumption is declining, apparent 
consumption in February (latest 
figures) having been the lowest for 
that month in three years. How- 
ever, and unless the company suf- 
fers sizable inventory losses, the 
present 25-cent quarterly dividend 
would appear fairly secure. 


and eggs. Ice 


Leading corn refiners, Corn Prod- 
ucts Refining and Penick & Ford, 
liave been prompt to reflect in their 
earnings relief from the burden of 
restricted supplies and high prices 
of corn. Profits of both companies 
in the first quarter of this year were 
decidedly better than the level of a 
year ago. This trend appears likely 
to be continued throughout the re- 
mainder of the year. Corn supplies 
are likely to attain bumper propor- 
tions this year, a prospect which 
promises to hold prices at a level 
permitting refiners to show an ade- 
quate margin of profit. This year 
also, refiners should be relieved of 
the necessity of absorbing heavy 
inventory losses. Last year inven- 
tory adjustments, which followed in 
the wake of sharply lower corn 
prices took a heavy toll of earnings. 
Both companies in the past have 
demonstrated a considerable mea- 
sure of resistance to depression in- 
fluences, dividends have been liberal 
and their present financial position 
is excellent. With the reasonable 
possibility that earnings may show 
fairly rapid recovery this year to 
more normal levels, accompanied by 
larger dividends, the shares of both 
Penick & Ford and Corn Products 
Refining may be endorsed for pur- 
chase. 
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charges ahead of dividends. Allied 
Chemical, Air Reduction, Colum- 
bian Carbon, Texas Gulf Sulphur, 
J. C. Penney and Sears Roebuck 
can go through such a period as the 
present without interest charges or 
preferred dividends to interfere with 
payments on their common stocks, 
General Electric and Continental 
Oil might also be mentioned among 
the situations in which the common 
stockholders are the sole owners. 





Copper Prospects 


While the sustained level of for- 
eign demand provides the brightest 
spot in the copper industry, domes- 
tic demand recently having been 
made up largely of inter-company 
transactions, the statistical position 
of the domestic industry is undergo- 
ing steady improvement. Stocks, 
while admittedly high in relation to 
the recent volume of consumption, 
are unlikely to expand as rapidly 
from this point on. Many marginal 
producers, unable to operate at a 
profit with copper at 10 cents, have 
closed their mines and leading fab- 
ricators in the first quarter drew on 
inventories for about one-third of 
their requirements for that period. 
These are trends which should 
shortly find reflection in a_ better 
balance between supply and de- 
mand. 





Happening in Washington 
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Insurance companies, so far nol 
under federal rule, are being eyed by 
New Dealers who think that 
large aggregations of capital must 
have possibilities for influencing 
credit and economic conditions and 
therefore are fit subjects for govern- 
ment regulation. More will be 
heard about this next year. 


such 


Emergency Council revival through 
appointment of New Dealish editor 
to head N E C, previously sched- 
uled for disbanding, means that with 
elections approaching and much 
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money to dole out the administra- 
tion feels the need for this efficient 
clearing house between politics and 
the business of government. N E C’s 
old officials who were winding up its 
affairs were astonished at this move. 


Farm mortgage insurance, 
launched by F HA with unpredict- 
able future, is a new farm credit ven- 
ture directed by LaFollette amend- 
ment to housing act. FHA will 
insure bank loans on farms up to 
80% (some cases 909%) of value 
provided 15% goes to construction 
or repair of farm house or other 
buildings. May be useful in re- 
habilitating old farms through re- 
financing or enable tenants’ to 
become owners, and should bring 
many country banks into FHA 
mortgage system. 


Bank examinations restrict lending 
by forcing liquidity which would 
have been good in 1929 but is not 
needed now, has long been plaint of 
bankers and this has finally soaked 
in on administration which is at- 
tempting to liberalize policy with- 
out slackening control—a_ ticklish 
task which involves reversal of atti- 
tude of supervisory officials toward 
bankers which they are not entirely 
willing to accept. 





Treasury personnel shifts, involv- 
ing creation of a director of tax re- 
search, implies Morgenihau seeks 
good tax advice after expected early 
resignation of Undersecretary Ma- 
gill who despairs of being able to 
put through thorough - scientific 
revision of all revenue laws. 


lost a great deal of its acceleration 
and that it would be unreasoneble 
to look for further marked decline 
from this point. Hence, it would 
seem that the great majority of 
medium grade bonds which have 
weathered the storm so far have an 
excellent chance of weathering what 
is left of it. 

There are those who hold the 
opinion that medium and_ second 
grade bonds are at all times unsuit- 
able for investment consideration. 
It is contended that they lure the 
holder into a false sense of security 
and then decline just when he is 
most apt to need money and the 
assurance of a stable income. There 
is too much truth in this for a 
blanket denial, but it does seem that 
if there is any time at all to con- 
sider these issues for investment it is 
after there has been a severe reces- 
sion in business and security prices. 
While much will depend upon the 
individual’s circumstances, it is to be 
doubted that there is much risk in- 
volved in the purchase at this point 
ir the business cycle of a diversified 
list of bonds yielding between 5% 
and 6%. It has been shown that the 
best bonds are high in price and even 
though they are likely to go some- 
what higher they are unquestion- 
ably, looking ahead a year or two, 








in a somewhat vulnerable area. On 
the other hand, everything cur- 
rently is in favor of the bond of 
lower grade. There is the fact that 
business is at a low ebb and can 
hardly become very much worse. It 
would take only a little business im- 
provement from this point to make 
the Government’s easy money policy 
fully effective in regard to these 
medium grade issues. Then, a year 
or so from now when the gap be- 
tween medium grades and high 
grades has narrowed, it ought to be 
possible to switch from the former 
into the latter most advantageously 
and with only a moderate reduction 
in income. 





Barometric Qualities of 
Market Volume 





(Continued from page 159) 


predecessor cycles. Strange to say, 
nevertheless, the tide of volume at 
the neap stage (888,000 shares daily) 
in June, 1932, approximated 25% of 
the exaggerated high and forecast 
the turn on July 8, 1932. 

Despite the outlawing of pools, 
public interest in the market gen- 





BONDS CALLED FOR REDEMPTION 





Bonds 
Appalachian Electric Power 1st & Ref. 5/56... 
Appalachian Power 5/41.............-000005- 
Belgium (Kingdom of) Ext. S. F. 7/55......... 





What New Money Policy 
Means to Bond Investors 





(Continued from page 149) 


Applying the same reasoning to 
conditions as they are at the mo- 
ment, it may be said that the Ad- 
ministration’s easy money moves 
will tend to bolster the price of 
bonds which are not of the best 
grade, but that a material and last- 
ing improvement in the price of 
these issues will not be seen unless 
business improves from this point. 
While signs are few that business 
improvement is actually under way, 
it does seem that the recession has 
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Consol. Gas Co. of N. Y. deb. 414/51. 

Pittsfield Coal Gas 5/52................ 

Virginia Power 1st Coll. Tr. 5/42......... 

Safeway Stores, Inc. 4/47................. 

United Biscuit of America 5/50.............. : 
Connecticut Ry. & Lt. Co. 1st & Ref. 41/51..... 

St. Joseph Rwy., Lt., Heat & Power 1st & Ref. 5/46.. 
U.S. Rubber Co. 1st & Ref. Ser. “A 5/47....... 


Denmark (Kingdom of) Ext. 514/55................... 
*—Pre-Payment Offer. 


E. 1.—Entire Issue. 


Amount 
000 Omitted Price Date 
*E. 1. 104 6/1/38 
» oe 105 6/1/38 
116 10714 6/1/38 
E. 1. 105 6/1/38 
Evil. 101 6/1/38 
‘E10. 105 6/1/38 
141 101 6/1/38 
136 105 6/1/38 
108 105 7/1/38 
2327 402% 7/1/38 
E. 1. 105 7/1/38 
1200 100 8/1/38 
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erated daily average volume of 
2,342,000 shares in January, 1937. 
Our managed economy applied the 
brakes and the market saw its high 
point in March. After the failure 
te penetrate the old highs in August 
business activity experienced one of 
the sharpest declines in history, 
percentagewise. Stock prices as usual 
discounted current and_prospec- 
tive business conditions accurately 
throughout the decline and it was 
not until February, 1938, that vol- 
ume declined materially. Daily 
average trading of 660,000 shares in 
February, 1938, approximated 28% 
of the January, 1937, high, and thus 
provided a signal of a possible 
saucering out of the bear market. 
All of the typical conditions of a 
bear market termination have been 
in evidence since volume provided 
the first clue. Business has been 
stagnant with little hope of recovery 
for some time to come. Many trad- 
ing accounts have been either wiped 
out or have little available purchas- 
ing power with which to buy stocks. 
In late March, there appeared to 
be an almost complete liquidation 
of over-extended accounts, and since 
March 31 the volume characteristics 
of the marke have changed rad- 
ically. Over the past month and 
one-half volume has tended to in- 
crease on rallies and subside on 
declines, which is the opposite proce- 
dure of a declining phase. The rails 
have been able to give a Dow Theory 
signal of an intermediate uptrend, 
at least, and the industrials are at- 
tempting valiantly to give a con- 
firmation of the rail action. In ad- 
vance of more definite signals, the 
volume yardstick is already saying 
that the bottom has been seen. 





Raw Material Prices and 
Infiation 





(Continued from page 147) 


broad economic scene, can be but 
local palliatives promising no more 
than transient success? If mass pro- 
duction of automobiles, accompanied 
by long-term downtrend in price, is 
good for us, why is the same not true 
of cotton, of wheat, of copper? 

We readily concede that deflation 
of prices—whether of raw matcrials 
or of finished goods—at the speed of 
the past year is unfavorable to busi- 
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ness enterprise and is an obstacle to 
recovery. It is also true that the 
great majority of business men pre- 
fer rising prices, will be satisfied with 
stable prices and intenscly dislike de- 
clining prices. But in this day of 
price phobias—public and private— 
it may be worth while to point out 
for the record two interesting bits of 
price history from a not very distant 
past. From the autumn of 1925 
tc the late summer of 1929 prices 
of finished goods declined almost 
steadily and by an average of 7% 
for the total period. That period 
was the most prosperous we ever 
had. That is worth thinking about. 
The second bit of history is this: 
business activity, measured by the 
Federal Reserve Board’s seasonally 
adjusted index, made the recovery 
turn from the depression of 1920- 
1921 in the month of May, 1921. 
That was two months before prices 
of raw materials turned upward and 
it was eight months before prices of 
finished goods turned upward. Dur- 
ing those eight months business ac- 
tivity increased by 14%, while prices 
of finished goods went down 10%. 
This also is something to think 
about. 

Indeed, the more we think about 
it—and the more we compare the 
economic phenomena of the °20’s 
with our price-conscious spasms of 
temporary advance under the New 
Deal—the more we suspect that, 
when next business men decide to ex- 
pand their buying, it would be a 
very good thing if they did so not 
because they expected prices would 
rise, but because they expected con- 
sumption would increase. A minor- 
ity of lucky or shrewd individuals 
may get rich on price changes—at 
somebody else’s expense—but no 
nation can get rich on prices. The 
volume of goods and services pro- 
duced and consumed is the real in- 
dex of prosperity. 

Unfortunately, our politicians and 
a majority of our people have con- 
centrated their eyes almost exclu- 
sively on the mistakes and the fail- 
ures of the prosperity that ended in 
1929. There were, of course, mis- 
takes that none wishes to sce re- 
peated—but there were also some 
constructive lessons in volume 
economy that we could now study 
with great profit. For five years we 
have been struggling to price up the 
pational income—fighting all the 
while over the division of it. In the 
so-called foolish °20’s we were pro- 


ducing an unheard of national j 
come that was the envy of fhe 
world. The sooner we stop fret 
over prices and get back to prodg 
tion the better off we will be. Th 
will come when the Government j 
forced by political circumstance j 
adopt policies under which capitals 
can confidently go to work, for until 
capital does go to work no amouni™ 
of Government money can put labor 
to work and keep it there. Whe: 
that happy time comes, present exe 
cessive inventories of durable goods 
and of raw materials will no longer 
be a problem. 4 
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while the bank loans of subsidiarieg 
are about $8,500,000, or a total o 
$17,500,000 for the consolidated or} 
ganization. At the end of 1931, the 
consolidated organization had bank) 
loans of $44,000,000. So, if the whole 
$26,000,000 needed to meet the ma- 
turing debentures were borrowed 
from the banks, such loans would) 
still fall short of their previous peak, | 
The third possibility presupposes 
a poor bond market for the balance} 
of the year and the inability, or dis- 
inclination, to borrow from banks, 
In this case the company might well 
offer the holders of the maturing} 
bonds 30 cents on the dollar in cash) 
(using the $11,000,000 set aside) 
and the balance in a new issue of, | 
say, 5s. It is inconceivable that this™ 
plan would be other than a sure fire 
success. 
So, here is another fear which ap- 
parently has been exaggerated: the™ 
adverse effects of hostilities in Spain 
and China were shown to have made_ 
too great an impression and now we 
find that the maturing debenture 
issue, while something of a problem 
of course, is a problem for which} 
there is almost certain to be a satis- 
fctory solution. It follows that the 
chances of appreciation in these al 
most-due debentures and also in the 
4145 of °52 and the 5s of °55 far out- 
weigh the chances of loss. As for the} 
common stock of the International 
Telephone & Telegraph Corp., it has 
been said that the prospect for divi- | 
dends is not of the near-term, but | 
it would be strange indeed if the | 
company’s stock failed to appreciate 
in svmpathy with the debentures. 
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